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INTRODUCTION 

The  San  Francisco  Conference  was  noteworthy  in  many  re- 
spects. First  of  all,  the  papers  and  the  discussions  were 
marked  by  the  same  practical,  helpful  qualities  which  have 
characterized  the  proceedings  of  past  Conferences.  Mr.  Foote, 
who  has  in  a  sense  presided  over  all  of  the  Conferences,  voiced 
the  opinion  of  all  those  who  have  attended  them  when  he  said : 
**  I  consider  the  sessions  of  this  Conference  to  be  equal,  if  not 
superior  in  ability,  in  interest  and  in  the  quality  of  the  papers 
read,  to  any  Conference  we  have  ever  held." 

Even  more  gratifying  was  the  interest  shown  in  the  work 
of  the  Conference.  In  the  midst  of  a  great  and  beautiful 
world's  exposition,  the  distractions  were  naturally  many  and 
strong.  Notwithstanding  these,  the  delegates  attended  the 
meetings  regularly  and  participated  actively  in  the  discus- 
sions. Owing  to  the  distance  from  the  East  and  Middle-West, 
not  so  many  delegates  attended  as  at  some  past  meetings ;  but 
more  States  than  ever  before  were  represented,  and  those  who 
came  to  San  Francisco  attended  the  meetings  faithfully. 

Perhaps  the  most  distinctive  note  of  the  Conference  was 
the  emphasis  placed  upon  the  educational  aspects  of  tax  re- 
form. President  Howe  sounded  the  keynote  in  his  address  on 
this  subject,  and  this  feeling  was  given  concrete  embodiment 
in  the  following  resolution  adopted  at  the  last  session : 

Whereas,  improvement  in  tax  systems  in  this  country  can  be  accom- 
plished only  with  the  consent  of  the  electorate. 

Be  it  Resolved,  That  in  the  opinion  of  this  conference  the  National 
Tax  Association  may  well  undertake  a  campaign  of  education,  and  to  this 
end  may  well  organize  branches  in  the  several  states  or  ally  itself  with 
organizations  already  in  existence,  may  publish  a  bulletin  devoted  to 
matters  of  taxation  and  public  finance,  and  may  by  the  creation  of  a 
publicity  committee  or  otherwise  see  to  it  that  the  doings  of  succeeding 
conferences  are  more  extensively  reported  in  the  press. 
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In  the  field  of  taxation,  education  must  be  for  the  most 
part  self-education.  Voters  and  legislators  must  work  for- 
ward to  their  own  conclusions.  There  is  no  body  of  ' '  author- 
ities "  powerful  enough  to  impose  their  views  upon  the  people 
who  make  laws  and  control  their  administration.  The  most 
that  can  be  done  is  to  set  people  to  thinking,  and  to  bring  be- 
fore them  the  facts  so  that  they  may  think  intelligently  and 
see  the  problem  from  all  sides.  The  natural  leaders  of  thought 
in  this  field — public  administrators,  representatives  of  the  tax- 
payers and  college  teachers — must  first  educate  one  another, 
by  mutual  contact  and  frank  discussion.  That  is  to  say,  the 
national  conferences  must  be  continued  and  must  be  supple- 
mented by  an  increasing  number  of  state  conferences — and 
both  must  reach  and  touch  a  wider  membership.  The  National 
Tax  Association  can  hardly  be  said  to  have  made  a  good  start 
until  its  membership  shall  be  represented  by  thousands  where 
now  it  contains  only  hundreds. 

Finally,  the  electorate  must  be  reached.  All  other  obstacles 
to  equitable  and  efficient  taxation  pale  into  insignificance  be- 
side the  monumental  indifference  and  inertia  of  the  average 
citizen  on  this  subject.  The  people  growl  about  taxes,  and 
vent  their  irritation  on  tax  officials,  but  give  no  serious  or 
sustained  thought  to  the  subject. 

A  small  beginning  in  this  work  of  education  will  soon  be 
made  in  the  issuance  of  a  Bulletin  of  the  National  Tax  Asso- 
ciation. To  make  this  periodical  even  a  modest  success  will 
reciuire  the  participation  of  practically  every  member  of  the 
Association,  and  the  primary  object  of  this  statement'  is  to 
secure  the  active  co-operation  of  every  person  who  is  in  posi- 
tion to  contribute  to  its  pages  material  likely  to  be  of  interest 
or  profit  to  fellow-members  and  the  general  public.  It  is 
hoped  that  every  member  of  the  Association  will  regard  this 
as  a  personal  and  earnest  invitation  to  send  to  the  Secretary 
contributions  of  the  following  kinds : 

1.  Original  papers  on  topics  of  taxation,  public  expendi- 
tures and  financial  administration. 

2.  Brief  statements  of  new  laws,  court  decisions  and  im- 
portant administrative  rulings. 
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3.  Statistics  of  public  receipts  and  expenditures,  public 
debt,  administrative  costs,  and  the  like. 

4.  Accounts  of  the  meetings  and  activities  of  state  associa- 
tions. 

5.  Notes  on  current  literature. 

6.  Inquiries  and  answers. 

.7.  Personal  items  concerning  members,  particularly  admin- 
istrative officials. 

It  is  hoped  to  issue  the  first  number  of  the  Bulletin  early  in 
1916  and  to  continue  its  publication  as  regularly  as  possible 
thereafter.  Contributions,  notes  and  suggestions  should  be 
sent  to  the  Secretary,  Cornell  University,  Ithaca,  New  York. 

In  accordance  with  the  amendments  to  Sections  1  and  2, 
Article  V  of  the  Constitution,  the  Executive  Committee  now 
includes  the  ex-Presidents  of  the  Association  and  the  Treas- 
urer. The  other  members  of  the  Executive  Committee,  it  will 
be  noted,  serve  for  terms  of  one,  two  and  three  years  respec- 
tively. It  is  probable  that  in  the  near  future  it  will  be  expe- 
dient to  take  advantage  of  the  permission  now  accorded  by  the 
Constitution  to  unite  the  offices  of  Secretary  and  Treasurer. 
The  work  incumbent  upon  the  Secretary,  indifferently  as  it 
has  been  performed  in  the  past  three  years  and  despite  the 
generous  assistance  rendered  by  the  Treasurer,  is  becoming 
too  heavy  for  a  man  occupied  with  the  duties  of  another 
office.  Some  one  should  be  secured  who  can  give  to  this  office 
his  entire  time ;  or  adequate  assistance  should  be  given  to  the 
Treasurer  and  the  two  offices  combined.  As  in  the  immediate 
past,  the  great  burden  of  the  work  has  been  borne  by  the 
Treasurer,  and  to  Mr.  Holcomb  belongs  the  lion's  share  of  the 
credit  for  whatever  public  service  the  Association  has  been 
able  to  render  during  the  past  year. 

T.  S.  ADAMS, 

Secretary. 


FIRST  SESSION 

Tuesday  Afternoon,  August  10,  1915 

Organization  op  Conference 

1.  Call  to  Order. 

Temporary  Chairman, 
John  Mitchell,  Chairman  of  the  State  Board  of  Equali- 
zation of  California. 

2.  Addresses  of  "Welcome. 

Arthur  Arlett,  Representing  the  Governor  of  California. 
Edward    Rainey,    Representing    the    Mayor    of    San 

Francisco. 
John  S.  Drum,  President  California  Tax  Association. 

3.  Response. 

Allen  Ripley  Foote,  Honorary  President  National  Tax 
Association. 

4.  Appointment  of  Permanent  Chairman. 

Francis  N.  Whitney,   Tax  Attorney  of  the  Western 
Union  Telegraph  Company. 

5.  Adoption  op  Rules. 
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OPENING  OF  CONFERENCE 

ViCE-PEESiDENT  Samuel  T.  Howe  :  Ladies  and  Gentlemen, 
Delegates  to  the  Ninth  Annual  Conference  and  Members  of 
the  National  Tax  Association.  The  meeting  will  please  come 
to  order.  This  conference  as  you  all  know  is  promoted  by  the 
National  Tax  Association  and  the  function  of  the  officers  of 
the  National  Tax  Association  at  this  time  is  to  call  the  meeting 
to  order,  which  I  now  do.  We  regret  that  the  president  of 
the  association  is  not  here.  I  take  pleasure  in  introducing  as 
temporary  chairman  of  this  conference  Mr.  John  IVIitchell, 
Chairman  of  the  State  Board  of  Equalization  of  California. 

Chairman  Mitchell:  Mr.  President  and  Gentlemen.  We 
have  with  us  today  a  representative  of  the  governor  and  he 
will  speak  for  Governor  Johnson.  I  saw  Governor  Johnson 
yesterday  and  he  asked  me  to  express  his  regret  that  he  could 
not  be  with  you  here  today,  to  welcome  you  to  California  and 
the  Pacific  Coast.  I  take  great  pleasure  in  introducing  to  you 
Mr.  Arthur  Arlett,  who  represents  the  Governor  of  California 
on  this  occasion. 

Mr.  Arthur  Arlett  :  Let  me  confess  in  the  beginning  that 
I  know  very  little  about  taxation.  I  do  not  even  know  enough 
to  dodge  a  tax,  let  alone  to  collect  one.  And  let  me  admit  in 
the  second  place  that  I  feel  out  of  place  in  a  gathering  of 
experts  such  as  this.  In  fact  I  feel  a  good  deal  like  a  prize 
fighter  at  a  Methodist  Sunday  School  picnic.  To  teU  the 
truth,  this  duty  of  representing  my  chief  on  occasions  of  this 
character  is  coming  to  be  rather  a  touchy  matter  with  me,  for 
it  has  been  discovered  that  I  am  leading  a  double  life  and  it  is 
getting  into  the  newspapers.  Until  eleven  o'clock  in  the  morn- 
ing I  am  a  poor  and  alleged  to  be  an  honest  brick-layer,  but 
after  eleven  o'clock  by  the  application  of  the  mysterious 
alchemy  of  a  silk  hat  and  black  coat  I  become  a  substitute 
governor.     That  is  going  some,  even  for  California. 
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You  are  here,  gentleman,  considering  serious  and  difficult 
problems  of  government.  Here  in  California  we  have  been 
doing  some  pioneering.  "We  have  attempted  to  do  some  things 
which  perhaps  were  not  wise.  We  have  attempted  to  do  many- 
things  which  we  knew  would  develop  something  of  wisdom 
in  the  attempt ;  and  as  you  come  with  expert  and  world-wide 
conceptions  of  the  problems  which  confront  your  particular 
group  and  interest,  we  believe  that  you  are  going  to  give  to 
our  state  that  which  we  very,  very  much  need.  We  have 
been  doing  some  things  here  in  California,  especially  in  the 
last  two  years.  We  have  been  building  an  exposition.  That 
is  the  reason  you  are  here.  Your  problems  could  be  just  as 
well  discussed  in  Kalamazoo  as  in  San  Francisco;  could  be 
considered  perhaps  with  as  much  comfort  in  some  other  states 
of  the  nation  as  here  on  the  bay;  but  you  are  here  because 
of  the  great  lodestone  of  the  exposition.  And  that  leads  me 
to  my  only  thought.  As  you  come  to  San  Francisco,  as  you 
honor  California  with  your  presence  and  deliberations,  we 
hope  that  in  the  exposition  here — which  it  has  been  the  part 
of  some  of  us  to  plan  and  to  build — that  you  will  see  there 
more  than  simply  the  ambitious  effort  of  the  men  of  San 
Francisco  and  of  this  state.  We  have  taken  our  stewardship 
soberly  and  seriously.  When  the  congress  elected  to  give  to 
San  Francisco  the  right  and  privilege  of  celebrating  the  com- 
pletion of  the  canal,  we  accepted  that  charge  with  the  thought 
that  it  ought  to  be  a  demonstration  fitting  in  its  every  national 
character.  Accordingly  every  element  of  exploitation  has  been 
crowded  to  the  background,  and  we  have  attempted  to  ex- 
press a  really  national  ideal  and  idea;  and  as  we  have  gone 
forward  in  the  work  we  have  come  to  an  appreciation  of  the 
marvelous  possibilities  of  co-partnership  that  our  nation  offers ; 
for  when  our  task  was  laid  before  us  and  we  began  to  move 
among  the  various  states  of  the  union  and  the  nations  of  the 
world,  we  found  at  every  hand  many  institutions,  common- 
wealths, and  the  nation  itself,  ready,  each,  to  offer  the  con- 
tribution necessary  from  that  quarter  for  the  great  feast. 

And  so  we  built  a  city  out  there.  You  have  seen  it  probably, 
all  of  you.  We  believe  it  to  be  beautiful.  We  have  attempted 
to  make  it  true.     We  have  endeavored  in  our  activity  and  in 
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our  accomplishment  to  represent  the  highest  thought  and  as- 
piration of  the  nation.  We  have  tried  to  speak  in  the  line 
that  the  architect  has  drawn,  in  the  color  that  the  artisan 
has  developed,  in  the  dream  of  the  artist — we  have  tried  there 
to  express  a  national  ideal  of  fraternity,  of  fellowship  and  of 
service;  and  as  you  come  bringing  your  contribution  to  the 
feast  of  the  nations  here  we  hope  that  with  all  soberness,  but 
with  all  gladness,  that  you  come  appreciating  the  fact  that 
California  stands  in  the  place  of  humility,  even  as  it  has  a 
place  of  high  privilege,  as  the  welcoming  host  to  all  sorts  of 
men  with  all  sorts  of  interests.  Bring  ye  all  the  tithes  into 
the  storehouse  and  there  shall  be  poured  out  a  blessing  upon 
us  all.  You  are  welcome,  friends,  you  know  that,  to  the  state 
of  California  and  the  city  of  San  Francisco.  No  welcome  is 
necessary.  We  feel  that  our  exposition  is  not  San  Francisco 's 
but  is  the  nation's.  We  believe  that  San  Francisco  has  done 
this  not  because  of  San  Francisco 's  interest  but  of  the  world 's 
interest  in  this  direction ;  we  believe  we  have  a  full  warrant 
and  are  thoroughly  justified  in  saying  welcome  to  you  because 
in  your  serious  deliberations  you  bring  to  the  feast  of  nations 
a  welcome  contribution,  welcome  because  of  the  fact  that  you 
are  partners  with  us  in  a  great  task. 

Chairman  jMitchell,  :  Yesterday  Professor  Plehn  and  I  met 
the  mayor  of  San  Francisco  and  he  expressed  his  regret  that 
he  could  not  be  here  today.  He  is  represented,  however,  by 
his  private  secretary,  who  will  welcome  you  on  behalf  of 
San  Francisco,  Mr.  Rainey. 

Mr.  Edward  Rainey  :  Mr,  Chairman  and  Friends.  I  have 
had  the  pleasure  of  meeting  a  very  large  number  of  gatherings 
of  men  and  women  who  have  come  to  our  exposition  city,  and 
I  have  found  that  all  of  them  have  one  great  purpose  in  com- 
mon. Every  one  of  them  wants  to  be  useful  to  humanity  and 
to  make  this  a  better  country  in  which  to  live.  I  do  not  be- 
lieve there  is  one  man  in  this  gathering — I  do  not  believe  I 
have  seen  one  man  in  any  convention  that  has  met  in  San 
Francisco — who  came  here  for  a  purely  selfish  purpose.  They 
have  come  here  to  compare  notes  in  their  professions,  in  the 
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lines  of  interest  to  them,  and  in  the  life  which  they  lead,  and 
you  are  here  for  that  purpose.  I  understand  the  purpose  of 
this  conference  is  to  see  if  some  means  cannot  be  devised  to 
further  the  idea  that  those  who  pay  the  taxes  shaU  get  the 
maximum  of  benefit  from  the  minimum  of  investment,  and 
that  is  what  everybody  who  is  interested  in  state,  federal  or 
municipal  government  wants  to  see  accomplished. 

That  is  3'our  great  task.  You  have  not  the  slightest  idea, 
unless  you  are  in  some  public  position,  how  many  demands 
are  made  to  spend  money  uselessly  here  or  tliere,  and  you  have 
no  idea  how  often  the  public  official  has  to  put  his  fist  down 
and  his  foot  do^vn  and  say  no.  The  governor  of  California 
has  had  to  veto  I  do  not  know  how  many  appropriation  bills 
at  the  end  of  each  session;  the  mayor  has  to  resist  great 
pressure ;  the  members  of  the  finance  committee  of  San  Fran- 
cisco have  to  oppose  innumerable  projects  to  spend  more  public 
money.  Sometimes  this  arouses  discontent.  But  the  thing  to 
do — if  you  can  take  the  word  of  a  man  who  has  seen  the  vast 
expenditures  of  money  made  in  San  Francisco  and  one  who 
wants  to  see  checks  placed  upon  that  expenditure — the  thing 
to  do  is  to  insist  upon  getting  your  dollar's  worth  at  the  time 
you  spend  the  dollar;  and  that  I  am  told  is  your  purpose, 
to  get  the  maximum  of  use  out  of  the  minimum  of  investment. 
With  an  object  such  as  this  in  view,  it  would  be  hard  to 
overestimate  the  advantages  to  be  derived  from  the  delibera- 
tions of  a  body  of  this  kind,  I  know  every  man  in  San  Fran- 
cisco who  has  to  do  with  the  expenditure  of  money  will  wel- 
come the  facts  which  you  bring  forth  here  as  an  aid  to  him  in 
the  work  that  he  has  to  do;  will  welcome  the  conclusions 
which  you  draw  at  the  end  of  your  sessions,  and  I  know  they 
will  be  useful  not  only  to  our  community  but  every  commun- 
ity. As  Mr.  Arlett  has  said,  your  sessions  could  just  as 
well  be  held  in  Kalamazoo  as  San  Francisco,  and  if  you  held 
them  there  we  would  be  just  as  pleased  in  San  Francisco  to 
have  the  result  of  your  deliberations  sent  to  us;  but  we  are 
proud  of  the  fact  that  you  came  to  this  city,  this  leading 
organization  which  has  such  a  useful  purpose  in  mind,  which 
is  going  to  be  of  such  aid  in  the  solution  of  our  problems ;  and 
it  is  because  we  value  the  work  you  are  going  to  do  that  we  are 
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proud  to  have  its  results  sent  out  to  the  world  from  this  city. 
I  welcome  you  in  the  name  of  the  mayor  and  people  of  San 
Francisco. 

Chairman  Mitchell:  California,  gentlemen,  has  many 
large  business  interests  and  the  next  speaker  will  welcome  you 
on  behalf  of  the  business  interests  of  the  state  of  California. 
We  also  have  a  very  live  tax  association  here.  The  next 
speaker  is  the  president  of  the  California  Tax  Association. 
I  take  pleasure  in  introducing  to  you  at  this  time  Mr.  John 
S.  Drum,  President  of  the  State  Tax  Association. 

Mr.  John  S.  Drum:  Mr.  Chairman  and  Gentlemen  of  the 
National  Tax  Association.  You  have  been  welcomed  by  the 
representative  of  the  governor  of  this  state  and  also  by  the 
mayor,  and  our  exposition  is  a  universal  welcome  to  you  all. 
Now  it  remains  simply  to  voice  on  behalf  of  the  California 
State  Tax  Association  the  pleasure  and  satisfaction  which  it 
is  to  us  to  have  you  here.  You  come  at  a  very  opportune 
time.  Of  course  during  this  exposition  year  we  have  had, 
as  the  other  speakers  have  said,  conventions  representing  al- 
most every  shade  of  thought  and  opinion  and  activity,  but 
there  is  no  convention,  I  take  it,  gentlemen,  that  means  so 
much  to  this  community  at  the  present  time  as  your  own. 

Our  tax  problems,  like  the  tax  problems  of  every  commun- 
ity, are  complex  and  pressing.  We  have  at  present  the  ques- 
tions that  must  arise  in  a  state  as  large  as  this,  and  which  is 
growing  as  rapidly  as  this  state  is;  and  in  the  solution  of 
those  questions  the  legislature  at  its  last  session  authorized  the 
appointment  of  a  temporary  tax  commission  to  consider  these 
problems.  It  was  only  yesterday,  in  fact,  that  the  governor 
of  the  state  appointed  this  commission.  They  are  going  to 
take  up  matters  of  the  constitution  and  statutes  of  this  state 
pertaining  to  taxation  to  see  whether  they  cannot  in  the  light 
of  the  experience  of  other  communities  find  those  solutions 
which  we  must  reach  if  we  are  to  go  forward  as  we  have  in  the 
past,  and  it  is  for  that  reason  we  are  particularly  glad  to  wel- 
come you,  particularly  glad  to  get  from  you  light  and  guid- 
ance upon  those  problems  which  our  tax  commission  is  taking 
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up.  Not  only  do  we  welcome  you,  gentlemen,  but  we  welcome 
the  fact  that  your  young  association — only  nine  years  old — 
should  have  here  to  be  with  us  today  Mr.  Allen  Ripley  Foote, 
the  father,  the  founder  of  your  association.  It  is  a  particular 
pleasure  to  us,  IMr.  Foote,  to  have  you  here.  Practical  man, 
as  you  are,  you  evolved  that  thought  which  has  meant  this 
association  today.  You,  as  a  business  man,  look  upon  taxation 
problems  as  every  one  should  look  upon  them;  and  until  you 
were  able  to  interest  others  to  associate  themselves  with  you 
and  found  this  association,  taxation  was  looked  upon  as  one 
of  those  mysteries  which  should  be  left  only  to  men  of  science 
and  men  of  thought.  You,  Mr.  Foote,  practical  man  as  I 
say  you  are,  you  saw  that  if  problems  of  taxation  were  to  be 
solved  they  must  be  solved  by  gathering  together  the  men 
of  expert  theory  and  the  men  of  practical  business  sense, 
gathering  them  together  in  an  association  in  which  theory 
and  discussion  and  experience  could  bring  forth  the  fruits 
which  this  association  has  produced  in  the  short  sphere  of 
nine  years. 

I  think,  gentlemen,  that  you  should  all  look  back  upon  your 
work  with  a  great  deal  of  pleasure.  You  have  constituted  an 
open  forum  for  the  discussion  of  taxation.  Before  that  forum 
every  shade  and  variety  of  opinion  on  taxation  and  economics 
can  come  and  receive  a  hearing.  But  when  people  come  with 
their  ideas  they  must  realize  that  those  ideas  will  be  weighed 
and  judged  by  men  who  have  made  taxation  their  practical 
business.  They  will  be  discussed  in  the  presence  of  experts. 
"While  your  forum  is  open,  the  aim  of  those  who  come  here 
must  be  by  careful  thought  and  wise  suggestion  to  aid  you 
and  give  to  your  proceedings  some  new  thought,  some  new 
development  in  the  solution  of  taxation  problems.  You  have 
also  through  your  conferences  gathered  together  a  vast  mass 
of  real  experience,  of  literature.  Your  proceedings  for  the 
past  nine  years  have  been  made  up  in  volumes,  and  to  those 
volumes  all  of  us  may  turn  and  find  suggestions  which  can 
aid  us  in  problems  of  taxation.  You  have  already  done  much 
in  the  way  of  working  out  proper  administration  by  states  and 
municipalities  of  their  practical  business  affairs,  and  I  feel, 
gentlemen,  that  now  particularly  your  association  can  help  us 
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secure  in  public  affairs  proper  business  efficiency.  "We  are 
in  tbe  midst  of  the  greatest  war  the  world  has  ever  seen, 
and  out  of  this  war  conditions  will  arise  that  appeal  to  the 
bald,  naked  interests  of  every  community.  Individual  re- 
sponsibility must  grow,  and  from  that  individual  responsibil- 
ity greater  efficiency  can  arise.  From  no  body  of  men  can  the 
work  of  suggesting  and  planning  greater  efficiency  better 
come  than  from  this  association  that  has  been  engaged  in  this 
practical  work  of  determining  how  by  the  expenditure  of  a 
sum  of  money  the  truest  value  may  be  given. 

I  think,  gentlemen,  that  your  program  cover  ^  contains 
the  proper  comparison  for  the  work  of  this  association.  As 
the  coral  insect  builds  up  his  island  and  his  empire,  so  you 
gentlemen  by  your  work  year  after  year,  adding  continually 
to  the  older  fund  of  experience  and  knowledge  on  subjects  of 
taxation,  will  eventually  tend,  if  not  to  solve  the  problems  of 
taxation,  at  least  to  equalize  its  burdens.  For  that  reason, 
looking  at  it  from  the  viewpoint  of  our  own  state  and  looking 
at  it  in  the  most  comprehensive  way  from  the  point  of  view  of 
work  you  are  accomplishing,  I  welcome  you  here  and  trust  that 
your  stay  will  be  pleasant  and  that  your  work  will  go  forward 
as  it  has  so  successfully  in  the  past. 

Chairman  Mitchell:  It  is  my  privilege  now  to  caU  upon 
the  Honorable  Allen  Ripley  Foote,  of  Ohio,  founder  of  this 
association. 

Mr.  Allen  Ripley  Foote,  of  Oliio:  Mr.  Chairman  and 
Members  of  the  Association.  I  would  count  myself  fortunate 
if  I  were  able  to  make  a  fitting  response  to  the  words  of 
welcome  we  have  received  from  the  state,  the  city  and  the 
industrial  community  of  California.  "Wlien  this  association 
was  organized  nine  years  it  marked  out  a  course  that  had  not 

1  On  the  cover  of  the  program  was  printed  the  foUovnng  extract: 
"  But  as  the  coral  insects,  though  working  almost  imperceptibly,  do  in 
process  of  time  erect  islands  and  continents  in  the  seas,  so  by  an  opposite 
process,  unjust  taxation,  with  a  slow  and  steady  destruction,  eventually 
wastes  the  victims  on  whom  it  is  inflicted. ' ' — Wisconsin  Supreme  Court, 
by  Justice  Paine,  in  1862. 
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been  charted  by  experience.  That  course  has  been  followed 
through  the  successful  years,  and  the  best  evidence  of  the 
wisdom  of  the  course  is  sho\\Ti  in  the  continual  growth  and 
strength  of  the  association.  When  reference  was  made  to  the 
organization  of  this  association  naturally  I  thought  of  those 
who  were  associated  with  me  closely  in  the  work  of  laying 
its  foundations.  I  regret  that  we  have  not  with  us  today 
Mr.  Lawson  Purdy,  who  was  with  me,  Mr.  Pleydell,  Mr. 
Heydecker,  Mr.  Holcomb,  and  Professor  Bullock.  In  looking 
over  the  names  of  those  who  can  never  again  be  with  us  we 
have  to  refer  first  to  our  first  chairman,  Governor  Guild  of 
Massachusetts;  then  there  is  Colonel  James  A.  Mathewson  of 
Ontario,  Mr.  W.  S.  Glass  of  Kansas,  Mr.  Crummer  of  Kansas, 
Mr.  0.  M.  Hall  of  IMinnesota,  Mr.  Robert  S.  Franklin  of 
Rhode  Island,  and  Mr.  E.  L.  Heydecker  of  New  York — aU 
of  whom  have  passed  from  us.  They  worked  with  us  faith- 
fully and  well  while  they  could.  It  remains  for  us  to  work 
with  each  other  in  the  same  spirit  while  we  may. 

The  duties  that  we  have  upon  us  of  guiding  discussion  and 
action  on  the  taxation  question  are  broad  and  various.  We 
find  that  slow  progress  is  made  in  developing  entirely  new  or 
untried  principles.  The  best  results  that  are  being  obtained 
anywhere  come  more  through  the  administrative  feature  than 
through  the  theoretical  feature.  Without  efficient  adminis- 
tration every  theory  fails.  Therefore  for  the  last  few  years 
in  my  own  thought  I  have  wished  to  see  established  per- 
manency and  efficiency  in  the  administration  of  the  tax  laws 
of  the  various  states.  Better  results  can  be  obtained  from  a 
poor  law  efficiently  administered  than  from  a  good  law  in- 
efficiently administered,  and  the  correction  of  laws  comes  more 
readily  through  efficient  administration  than  otherwise.  The 
great  stumbling  block  in  various  states  has  been  the  disposi- 
tion to  get  taxation  into  politics.  It  is  easy  to  make  a  poli- 
tical issue  out  of  a  taxation  question.  Politicians  seem  to  be 
incapable  of  keeping  their  hands  off  and  letting  the  tax  admin- 
istration of  the  state  mark  out  the  policy  of  the  state  on 
taxation  subjects.  I  hope  to  see  gains  made  in  that  direction, 
and  every  such  gain  will  mean  better  taxation  theory  as  well 
as  better  administration. 
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The  meeting  in  San  Francisco  at  this  time  and  in  this 
particular  year  brings  to  the  mind  of  every  one  the  condi- 
tions throughout  the  world  that  are  agitating  and  guiding 
human  activities.  We  live  in  a  time  when  great  events  are 
occurring.  Those  who  direct  those  events  hardly  can  know 
the  outcome  of  what  they  are  doing.  It  seems  as  though 
everything  was  in  a  state  of  chaos  and  flux.  In  this  city, 
destroyed  by  the  action  of  nature  and  rebuilt  by  the  energy 
of  man,  we  have  an  example  of  the  life  of  the  people.  In  the 
broader  field  we  have  principles  of  state,  of  civilization,  being 
agitated  throughout  the  world.  One  thing  we  can  know — 
you  can  tear  up  a  scrap  of  paper  on  which  a  principle  is 
written,  but  you  cannot  destroy  the  principle.  Principles 
cannot  be  destroyed  by  force.  Justice  calls  for  its  establish- 
ment, and  justice  will  j^et  be  established  throughout  the  world. 
We  sometimes  take  too  narrow  a  view  of  things  when  we  get 
excited  and  worried  over  the  events  of  the  single  day.  Take 
a  broader  view  of  things.  Remember  that  we  live  at  the  cen- 
ter of  eternity.  There  is  as  much  time  before  us  as  there  is 
back  of  us,  and  we  can  stand  and  witness  the  movements  of 
events  without  being  disconcerted  by  the  temporary-,  momen- 
tary influence. 

I  am  only  too  glad  to  be  with  you  today.  I  think  that  I 
have  been  fully  recompensed,  and  more  than  recompensed,  for 
what  little  I  have  done  in  this  work  by  the  cordial  greeting 
I  received  from  every  one  who  has  come  in  touch  with  me  in 
this  respect.  I  wish  to  acknowledge  all  the  help  and  strength 
and  support  that  has  been  given  by  each  and  every  one  of 
you  to  me  personally  and  to  the  work  in  which  you  are  en- 
gaged. I  believe  that  this  meeting  will  only  be  another  step 
of  progress  taken  in  advance  of  all  that  has  gone  before. 
Another  volume  of  proceedings  with  equal  interest  and  equal 
value  will  be  added  to  your  library;  and  those  who  are  here 
come  with  earnest  purpose  and  honest  desire.  We  express  to 
the  people  of  San  Francisco  and  the  state  our  appreciation  of 
their  welcome,  and  we  only  hope  that  our  being  here  will  be 
as  beneficial  to  you  as  it  will  be  to  ourselves. 

Chairman  Mitchell  :  I  appreciate,  gentlemen,  the  courtesy 
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extended  in  selecting  me  as  your  temporary  chairman,  and  I 
take  great  pleasure  now  in  introducing  the  permanent  chair- 
man of  the  conference,  Mr.  Francis  N.  Whitney,  of  New  York. 

Francis  N.  Whitney,  Permanent  Chairman,  Presiding. 

Chairman  Whitney  :  Gentlemen,  I  take  this  as  a  specially 
courteous  compliment  to  the  men  of  my  profession  who  are 
engaged  in  the  work  of  taxation.  At  times  there  is  a  plain 
line  of  separation  between  those  who  administer  the  tax  laws 
and  those  who  are  the  subjects.  But  I  believe  these  confer- 
ences have  drawn  us  very  much  closer  together,  and  for  the 
men  who  are  on  our  side  I  desire  to  thank  you  very  much  for 
the  compliment  that  you  have  paid  them  and  especially  that 
which  you  have  paid  me. 

I  am  not  here  to  make  a  keynote  speech  for  a  campaign  but 
to  attempt  in  my  small  way  to  preside  over  the  meetings  of 
this  conference.  I  trust  that  you  will  bear  with  me  should  I 
err,  and  point  out  the  right  way  so  that  I  may  do  everything 
within  my  power  to  make  this  conference  as  successful  as  its 
predecessors.  We  believe  thoroughly  in  the  usefulness  of  this 
association.  And  as  ]\Ir.  Foote  well  said,  we  hope  that  this 
conference  will  take  another  good  step  in  advance.  We  hope 
that  it  will  be  marked  by  serious  consideration  of  the  problems 
which  confront  us,  because  we  all  know  they  are  serious. 
They  deserve  the  best  that  is  in  us,  and  I  believe  that  the  men 
who  are  here  with  that  idea  in  mind  are  bound  to  evolve 
something  that  will  be  of  benefit  to  the  nation  at  large.  We 
all  appreciate  the  hospitality  and  courtesy  of  the  state  of 
California  and  city  of  San  Francisco.  We  all  must  love  this 
country,  feel  that  here  where  we  can  really  stretch  our  elbows 
we  ought  to  be  bigger  and  broader  in  every  way.  Let  us  aU 
pull  together,  and  let 'us  make  this  conference  the  great  suc- 
cess that  it  deserves  to  be.  I  want  to  thank  you  again,  gentle- 
men; I  do  appreciate  this  courtesy  and  I  will  try  with  the 
best  that  is  in  me  to  serve  you. 

The  first  business  before  the  conference  is  that  of  the 
adoption  of  the  rules,  and  with  your  permission  I  will  ask 
Mr.  Adams  to  read  the  rules  of  the  preceding  conference  for 
adoption  or  modification  as  you  may  desire. 
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Professor  T.  S.  Adams,  of  Wisconsin :  I  shall  read  the  rules 
that  we  have  used  heretofore.  There  is  no  reason  why  they 
should  not  be   amended  or  modified  if  it  seems  desirable. 

Program  and  Rules 

That  the  program  as  printed  and  distributed  be  adopted  and  followed 
with  such  modifications  as  may  be  required  by  reason  of  absences, 
vacancies  or  other  causes. 

The  usual  rules  of  parliamentary  procedure  shall  control. 

Each  speaker  shall  be  strictly  limited  to  twenty  minutes  for  the 
presentation  of  a  formal  paper.  He  shall  be  warned  two  minutes  be- 
fore the  expiration  of  such  period.  The  time  of  a  speaker  may  be 
extended  by  unanimous  consent  of  those  present. 

In  general  diseiission  each  speaker  shall  be  limited  to  five  minutes 
and  no  person  shall  speak  more  than  once  during  the  same  period  of 
discussion  until  others  desiring  to  speak  have  been  heard. 

Voting  Power 

The  voting  power  of  the  conference  upon  any  question  involving  an 
official  expression  of  opinion,  shaU  be  vested  in  delegates  in  attendance 
appointed  by  governors  of  states,  by  universities  and  colleges  or  in- 
stitutions for  higher  education  and  by  state  associations  of  certified 
public  accountants. 

No  person  shall  have  more  than  one  vote  by  reason  of  his  appointment 
as  a  delegate  from  more  than  one  source. 

The  voting  power  shall  be  by  ayes  and  nays,  unless  a  roll  call  be 
demanded. 

On  all  other  questions  the  voting  shall  be  by  vote  of  all  in  attendance. 

The  receipt  of  reports  made  to  this  conference  by  committees  of  the 
National  Tax  Association  shall  not  be  considered  as  expressing  its 
opinion  on  the  subjects  treated. 

Committees 

(a)  A  committee  of  three  on  credentials,  to  be  appointed  by  the  chair- 
man, who  shall  designate  the  chairman  of  such  committee. 

(b)  A  committee  on  resolutions,  composed  of  one  delegate  from  each 
state,  selected  from  among  the  delegates  appointed  by  governors,  but 
in  case  of  the  non-attendance  of  any  such,  any  person  from  such  state 
may  be  appointed. 

The  chairman  shall  designate  the  chairman  of  this  committee,  such 
person  to  arrange  for  its  organization. 

All  resolutions  involving  an  expression  of  opinion  of  the  conference 
on  the  subject  of  taxation,  or  their  subject  matter,  shall  be  read  to  the 
conference  before  submission  to  the  committee,  and  shall  be  immedi- 
ately referred  without  debate. 
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Before  moving  the  adoption  of  those  rules,  I  want  to  call  the 
attention  to  the  unwritten  but  far  more  important  rule  that 
the  conference  has  practically  always  followed,  and  that  is 
that  no  resolution  shall  be  adopted  against  the  wishes  of  a 
substantial  minority.  We  do  not  recommend  anything  in  this 
conference  that  cannot  be  recommended  by  practically  unani- 
mous consent.  That  is  unwritten  law  but  we  hope  it  will  be 
continued.  On  behalf  of  the  executive  committee  of  the 
association  I  move  the  adoption  of  these  rules. 

[The  motion  being  seconded,  the  above  rules  were  adopted. 
Mr.  T.  S.  Adams  was  then  elected  secretary  of  the  conference ; 
and  the  chairman  appointed  Mr.  Charles  A.  Andrews,  chair- 
man of  the  committee  on  resolutions.  After  a  number  of 
announcements  the  meeting  adjourned]. 
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THE  MAKING  OF  A  STATE  BUDGET 
John  S.  Chambers 

Controller  of  the  State  of  California 

When  it  was  suggested  to  me  that  I  talk  to  you  tonight  on 
"  The  Making  of  a  State  Budget  ",  I  should  have  amended  the 
title  by  inserting  the  word  "  California  ",  since  it  is  the 
California  budget  I  wish. to  discuss  rather  than  state  budgets 
as  a  general  proposition,  or  what  a  state  budget  should  be 
from  the  strictly  scientific  point  of  view. 

I  assume  it  will  prove  of  more  interest  to  you  gentlemen 
to  hear  what  we  are  doing  in  California,  rather  than  that  I 
should  attempt  to  tell  you  what  is  done  in  England,  Germany 
or  France,  or  elsewhere,  along  the  lines  of  budget  making,  all 
of  which,  I  do  not  doubt,  you  know  as  well  as  I  do,  and 
probably  a  great  deal  better. 

Practical,  If  Not  Highly  Scientific 

Judged  b}^  such  standards  as  have  been  set  by  Dr.  Henry 
Carter  Adams,  Dr.  Frederick  A.  Cleveland,  and  other  eminent 
thinkers,  the  California  budget  cannot  lay  claim  to  being 
highly  scientific.  It  by  no  means  covers  under  centralized 
authority  so  broad  a  field  as  a  fully  developed  budget  should 
cover.  But  from  a  practical  point  of  view,  the  point  of  view 
of  meeting  California  conditions  as  they  existed  when  the 
present  so-called  budget  was  put  into  effect  here,  and  keeping 
pace  with  conditions  as  they  have  been  developed  by  reason  of 
the  workings  of  a  practical  financial  system,  it  has  been  very 
effective  indeed. 

Order  has  been  brought  out  of  very  great  disorder.  Graft 
has  ceased — and  graft  did  exist.  Waste  has  been  largely 
eliminated.  Purchasing  has  been  done  under  close  super- 
vision, and  with  the  establishment  this  month  of  a  state  pur- 
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chasing  department,  it  will  hereafter  be  handled  in  even  a 
more  efficient  manner.  Disbursement  requests  are  pre- 
audited,  and  later,  the  claims  for  disbursements  are  checked 
and  then  rechecked.  All  these  things  have  come  with  a  prac- 
tical budget,  as  parts  of  an  orderly  way  of  doing  things. 

What  Constitutes  an  Effective  Budget? 

Roughly  speaking,  an  effective,  if  not  really  a  scientific 
budget,  as  I  understand  it,  should  have,  first  of  all,  a  re- 
sponsible sponsor — a  central  authority  responsible  therefor. 
It  should  then  present  a  report  of  expenditures  for  the  past 
fiscal  period ;  should  show  receipts,  how  they  were  derived,  and 
from  whence  additional  revenue,  or  sources  of  revenue,  if 
needed,  could  be  developed.  A  condensed  estimate  of  receipts 
and  expenditures  for  a  definite  future  fiscal  period  also 
should  be  given,  followed  by  recommendations  as  to  appro- 
priations in  detail.  All  this  for  the  information  of  the 
legislature.  And  in  that  body,  a  central  committee  composed 
of  experienced  men  should  handle  it.  In  conclusion,  as  short 
a  time  as  practicable  should  elapse  between  the  passage  of 
the  appropriation  bills  as  recommended  in  the  budget  and  the 
date  upon  which  they  become  effective. 

A  Central,  Authority — California's  Situation 

In  California,  we  have  not,  of  course,  a  centralized  budget 
responsibility  in  the  scientific  sense.  But  during  the  past 
four  years,  because  the  governor  and  a  majority  of  the  legis- 
latures that  have  assembled  during  that  time  were  in  com- 
plete accord,  there  really  has  been  a  very  effective  control 
over  revenue  and  taxation  matters  and  appropriations.  In 
the  language  of  the  day,  the  "  team  work  "  has  been  ex- 
cellent. Under  such  conditions  the  governor's  responsibility 
has  been  pronounced. 

In  fact,  as  long  as  the  right  exists  whereby  individual 
legislators  may  introduce  bills  at  will,  financial  and  otherwise, 
and  also  may  amend  their  own  and  the  bills  of  fellow  legis- 
lators, such  a  situation  as  has  existed  in  California  during  the 
past  few  years  probably  could  not  have  been  met  much  more 
effectively  than  by  the  financial  system  now  in  force  here. 
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But  it  might  not  stand  the  strain  where  the  majority  of  the 
legislature  was  not  in  accord  with  the  governor.  The  oppo- 
sition, as  it  exists  in  England,  is  a  very  desirable  thing  under 
the  conditions  that  have  grown  up  there,  but  the  kind  of 
opposition  that  would  develop  in  the  ordinary  American  state 
legislature  to  a  governor's  financial  plans,  probably  would 
not  be  nearly  so  beneficial.  A  desire  to  thwart  the  governor 
at  any  cost  probably  would  control,  regardless  of  whether  the 
thwarting  was  beneficial  or  detrimental  to  the  people.  At 
least,  experiences  of  the  past  would  justify  such  a  suspicion. 

The  Controller's  Report 

So  much  for  the  chief,  if  not  really  a  centralized  budget 
authority  in  California, 

Next  in  order  comes  a  review  of  receipts  and  expenditures 
for  the  past  fiscal  period,  together  with  the  sources  of  the 
former  and  the  distribution  of  the  latter,  with  an  inventory 
of  the  state's  property,  statistical  comparisons  and  recom- 
mendations, all  as  set  forth  in  the  biennial  report  of  the 
state  controller.  The  report  of  that  official  also  contains  an 
estimate  of  receipts  and  expenditures  for  the  coming  biennial 
period.  And  if  a  deficit  seems  probable,  he  may  make  such 
recommendations  as  to  overcoming  it  as  seems  wise  to  him, 
or  such  other  suggestions  as  to  financial  matters  as  he  may 
care  to  set  forth. 

The  Board  of  Equalization 

At  this  same  time,  the  state  board  of  equalization  also  issues 
its  biennial  report,  discussing  in  detail  revenue  and  taxation 
matters,  past  and  future,  showing  what  the  system  in  oper- 
ation has  accomplished,  making  recommendations,  and  also, 
if  a  deficit  threatens,  giving  serious  consideration  to  increasing 
revenue  and  developing  new  sources  of  revenue. 

The  Board  of  Control 

While  these  two  reports  are  in  course  of  preparation,  the 
board  of  control,  which  has  full  supervision  over  all  state 
departments,  institutions,  boards  and  so  on,  and  which,  as 
a  result,  possesses  a  very  intimate  knowledge  of  their  needs, 
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has  been  receiving  from  each  of  them  written  requests  for 
appropriations  for  the  coming  biennial  period. 

Later,  dates  are  fixed  upon  which  representatives  of  the 
various  departments,  institutions  and  boards  appear  in  Sacra- 
mento before  the  board  of  control  and  the  controller,  to  dis- 
cuss in  detail  the  applications  for  appropriations  already  sent 
in.  When  these  many  hearings  are  concluded,  the  board  of 
control  and  the  controller  again  meet,  carefully  review  the 
data  gathered,  and  then,  in  the  light  of  the  revenue  estimate 
for  the  coming  biennial  period  as  furnished  by  the  controller, 
proceed  to  frame  what  we  call  our  budget  proper. 

The  California  Budget  Proper 

This  budget  consists,  in  short,  of  recommendations  as  to 
general  and  special  appropriations,  divided  into  established 
and  new  projects,  showing  in  tabulated  form  the  appropria- 
tions requested,  the  recommendations  made  thereon,  the  ap- 
propriations voted  by  the  legislature  of  two  years  before,  with 
increases  and  decreases  for  the  present  year,  based  upon  the 
recommendations  made,  together  with  code  or  statute  and 
section  or  chapter  for  reference  purposes.  Fixed  charges,  or 
established  expenditures,  also  are  set  forth,  together  with  the 
estimated  receipts  for  two  years,  and  the  total  of  approved 
expenditures. 

All  this  has  not  been  done,  of  course,  without  keeping  the 
governor  informed,  and  obtaining  his  views,  at  least  as  to  the 
larger  questions  involved.  So  that  under  the  conditions 
which  have  prevailed  in  California  during  the  past  four  years 
or  so,  the  recommended  appropriations — our  so-called  budget 
— has  gone  to  the  legislature  backed  by  practically  the  unani- 
mous support  not  only  of  those  who  actually  framed  it,  but 
also  of  such  others  as  contributed  data  or  gave  advice. 

The  Legislature's  PiVRT 

In  the  legislature,  the  budget  and  the  appropriation  bills 
drawn  up  to  meet  its  recommendations,  are  carefully  con- 
sidered by  the  committee  on  ways  and  means,  composed,  in 
large  part  at  least,  of  experienced  legislators.  All  other  ap- 
propriation bills — and  under  our  way  of  doing  things  each 
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individual  member  can  introduce  as  many  bills  as  lie  desires 
— also  finally  go  to  this  committee.  As  many  of  these  bills 
have  merit,  they  may  affect  recommendations  as  made  in  the 
budget,  especially  if  revenue  is  not  overplentiful.  The  budget 
makers,  of  course,  have  no  way  of  ascertaining  what  indepen- 
dent finance  biUs  legislators  maj^  introduce.  To  the  extent 
just  intimated  the  budget  may  be  altered,  but  otherwise  it 
is  not  likely  to  be  changed;  at  least,  in  the  past  four  years, 
the  recommendations  of  the  board  of  control  and  the  con- 
troller have  stood  with  no  material  alterations. 

Effective  in  Short  Time 

Finally,  as  the  concluding  feature  of  what  I  may  at  least 
call  a  practical  budget  system,  if  not  a  scientific  one,  the  time 
elapsing  between  the  preparation,  presentation  and  adoption 
of  the  budget  and  the  date  upon  which  it  becomes  effective 
is  only  about  eight  months.  Necessarily,  the  shorter  the  time 
the  better.  It  is  easier  to  estimate  receipts  and  expenditures 
eight  months  before  the  beginning  of  a  biennial  period  than 
it  is  twelve  months  ahead,  or  eighteen.  There  is,  of  course, 
less  chance  to  miscalculate. 

And  to  guard  against  errors  in  estimating — undercalcula- 
tion — an  emergency  fund  in  an  amount  to  meet  reasonable 
needs,  exists.  This  can  be  drawn  upon  to  make  up  deficiencies 
when  such  claims  are  approved  by  the  board  of  control  and 
the  controller. 

The  Situation  Analyzed 

As  I  have  already  stated,  under  conditions  as  they  have 
existed  in  California  during  recent  years,  or  since  the  inau- 
guration of  our  present  financial  system,  the  governor  lias 
been  a  positive  center  of  authorit}^  and  as  a  result  of  the  loyal 
and  intelligent  support  given  him,  we  have  made  decided  pro- 
gress toward  real  financial  efficiency. 

But  let  us  analyze  the  situation  briefly.  The  governor, 
of  course,  is  elected  by  the  people.  He  appoints  the  mem- 
bers of  the  board  of  control.  The  members  of  the  legislature 
and  of  the  board  of  equalization  and  the  controller  are  elected. 
Consequently,  a  situation  is  conceivable  wherein  a  governor's 
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only  support  would  be  the  board,  the  members  of  which  he 
appointed.  True,  the  board  of  equalization,  under  our  pres- 
ent tax  system,  has  no  great  latitude  in  the  matter  of  raising 
revenue,  but  it  could,  if  inimical,  embarrass  a  governor  greatly. 
So,  too,  could  the  controller,  in  a  different  way.  And  the 
recommendations  of  the  board  of  equalization  and  the  con- 
troller, under  such  circumstances,  to  a  legislature  hostile  to 
the  governor,  would  be  fruitful  of  much  trouble. 

So  it  will  be  seen  that  the  predominating  idea  of  a  scien- 
tific budget,  a  real  central  authority,  is  by  no  means  guaran- 
teed under  the  California  system. 

What  op  the  Future 

In  recent  years,  there  has  been  not  only  harmony  but  in- 
telligent co-operation.  Great  progress,  as  I  already  have 
stated,  has  been  made.  I  do  not  believe  there  ever  will  be  a 
return  to  the  old  disorderly  conditions,  much  of  which  was 
due  to  lack  of  understanding  and  indifference.  Since  then 
the  people  have  been  awakened.  As  time  goes  by,  the  pen- 
dulum may  swing  back  a  little,  but  a  too  marked  standard  of 
efficient  financial  and  business  management  has  been  set  ever 
to  permit  a  retrograde  movement  to  go  too  far. 

As  a  further  indication  to  support  this  view,  the  legislature 
of  this  year  authorized  the  governor  to  appoint  a  commission 
to  investigate  tax  conditions  in  California,  and  to  report  its 
fibadings,  with  recommendations,  two  years  hence  to  the  legis- 
lature of  1917,  appropriating  $75,000  therefor.  It  also  or- 
dered submitted  to  the  people  a  proposed  constitutional 
amendment  which,  if  approved  at  the  election  to  be  held  next 
October,  would  change  our  tax  system  from  a  constitutional 
to  a  statutory  basis,  and  also  abolish  the  elective  board  of 
equalization  in  favor  of  an  appointive  tax  commission.  If 
this  additional  power  should  be  placed  in  the  governor's 
hands,  he  would  be  further  and  materially  strengthened  inso- 
far as  being  the  center  of  financial  authority  in  the  state 
is  concerned. 

I  merely  recite  these  facts  to  show  that  the  desire  to  develop 
has  by  no  means  died  out.  Our  present  system  has  answered 
remarkably  w^ell,  and  while  I  thought  I  should  point  out  its 
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weak  spots,  the  indications  are  far  more  in  favor  of  their 
gradual  elimination  than  otherwise.  The  first  budget  under 
our  present  way  of  doing  things,  that  of  1913,  was  a  success. 
The  budget  of  this  year  was  even  more  successful,  and  I 
predict  that  the  budget  of  1917  will  respond  to  requirements 
more  effectively  still. 

The  Mountain  Lion 

We  are  striving  to  improve  all  the  time.  We  are  just  as 
anxious  to  do  right  as  was  a  certain  county  official  of  whom 
I'll  tell  you.  In  reporting  the  financial  transaction  of  his 
county  to  my  office,  he  had  checked  off  as  a  charge  against 
general  government,  $20  that  had  been  paid  for  the  scalp  of 
a  mountain  lion.  When  it  was  suggested  to  him  that  this 
more  properly  was  a  charge  against  protection  of  life  and 
property,  he  replied  that  he  certainly  would  do  as  told, 
because  he  thought  Ave  knew  and  he  didn't,  but  for  the  life 
of  him,  he  couldn't  see  how  $20  paid  for  the  scalp  of  a  lion 
tended  to  protect  the  life  of  the  lion ! 

We  have  this  advantage  over  the  county  official  in  question : 
we  can  see  why  we  should  do  things,  and  we  are  doing  them  as 
fast  and  as  well  as  practicable,  with  a  spirit  as  willing  as 
was  his. 

The  Board  of  Control's  Part 

I  think  I  would  be  remiss  if  I  did  not  tell  you  that  to  the 
state  board  of  control  belongs  by  far  the  greatest  portion  of 
the  credit  for  what  has  been  accomplished.  The  scope  of  its 
duties  under  the  law,  the  extraordinary  powers  given  it, 
made  it  possible  for  it  to  do  what  could  not  have  been  accom- 
plished under  old  conditions.  The  governor,  of  course,  helped 
by  advice  and  encouragement,  and  my  predecessor,  the  late 
A.  B.  Nye,  and  myself  have  co-operated  cordially  and,  I  think, 
effectively,  despite  the  many  other  calls  of  the  controller's 
office.  But  the  greatest  burden  fell  upon  the  board,  and  it 
has  met  its  responsibilities  with  marked  energy  and  ability. 

Figures  as  Concrete  Illustration 

With  your  permission,  I  would  like  to  quote  you  a  fcAV 
figures,  that  you  may  see  in  concrete  form  how  our  budget 


MAKING  A  STATE  BUDGET  39 

has  worked,  first,  as  relates  to  the  study  of  data  before  making 
appropriation  recommendations  and,  second,  as  to  the  action 
taken  by  the  legislature  upon  our  recommendations. 

The  Recommendations 

As  affecting  the  general  appropriation  bill  of  1915,  requests 
totaling  $17,365,726  were  submitted,  and  recommendations 
amounting  to  $15,358,200  were  made  by  the  board  of  control 
and  the  controller.  In  other  words,  $2,007,526  was  cut  off. 
Requests  for  special  appropriations  totaled  $11,334,405,  but 
only  $3,981,426  was  recommended,  or  $7,352,978  less  than 
asked.  This  severe  pruning  was  the  result  of  a  very  pains- 
taking investigation  along  the  lines  I  already  have  pointed 
out,  the  board  and  the  controller  always  having  in  mind  the 
probable  revenue.  The  established  expenditures,  amounting 
to  $14,432,802,  of  course,  required  no  recommendation.  The 
grand  total  of  the  budget  for  the  biennial  period  was  $36,- 
137,863,  including  the  state  university  appropriation  and 
$500,000  for  unreported  needs.  This  latter  item  was  to  cover 
appropriation  bills  that  might  be  introduced  by  legislators, 
and  concerning  which  the  budget  makers  had  no  information 
or  any  way  of  acquiring  it. 

The  Appropriations 

The  general  appropriation  bill  as  finally  passed  by  the  legis- 
lature, carried  a  total  of  $15,318,070  as  against  $15,358,200 
recommended,  a  reduction  of  $40,130,  while  the  specials  as 
passed  totaled  $4,180,340  as  against  $4,481,426  recommended, 
including  the  $500,000  for  unreported  needs,  or  a  reduction 
of  $301,086. 

To  put  it  in  another  way,  the  specific  special  recommenda- 
tions of  the  budget,  amounting  to  $3,981,426  were  exceeded 
by  $198,914  as  represented  by  the  total  of  appropriation  bills 
passed,  but  this  excess  was  $301,086  less  than  the  $500,000 
set  aside  to  cover  appropriation  bills  of  which  we  had  no 
knowledge  while  preparing  the  budget.  In  other  words,  the 
general  and  special  bills  as  passed,  total  $341,216  less  than 
the  budget  recommendations. 

This  is  hewing  pretty  close  to  the  line,  I  think.     It  means 
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that  the  specific  recommendations  of  the  budget  makers  were 
within  $158,784  of  what  the  legislature  thought  necessary  with 
more  complete  data  before  it  than  had  the  board  of  control 
and  the  controller. 

The  Situation  the  Legislature  Faced 

It  may  be  interesting  to  note  the  situation  the  legislature 
faced.  Counting  duplications,  bills  introduced  for  the  sup- 
port of  our  schools,  raising  the  basis  from  $13  per  child  to 
anywhere  from  $18  to  $21,  and  additional  money  for  the 
state  university,  the  grand  total  of  finance  bills  introduced 
was  over  $63,000,000 ! 

The  total  of  the  budget,  including  fixed  charges,  the  general 
appropriation  bill,  specials  and  all  else,  was  $36,137,863.74. 
And  at  this  an  estimated  deficit  of  $2,871,063.74  was  shown ! 

But  eliminating  the  duplications,  which  amounted  to  some- 
thing over  $5,000,000,  the  school-support  bills,  which  carried 
no  specific  total  sum,  but  which  would  have  called  for  over 
$11,000,000,  and  the  state  university  bill,  and  confining  our- 
selves to  the  general  and  special  appropriation  bills,  the  total 
then  was  about  $44,000,000  as  compared  to  the  $36,000,000  of 
the  finished  budget. 

So  it  wall  be  seen  that  the  legislature  did  considerable  prun- 
ing, as  well  as  did  the  board  of  control  and  the  <30utroller  in 
drawing  up  the  budget.  Incidentally,  some  way  should  be 
found  to  avoid  the  evil  of  duplications — companion  bills ;  and 
if  a  limit  were  placed  upon  the  number  of  bills  a  legislator 
could  introduce,  the  work  of  the  finance  committees  would  be 
simplified  and  the  state  treasury  in  less  need  of  watch-dogs. 

Wise  Men  of  the  East 

In  this  connection  I'm  reminded  of  a  little  storj^  which, 
if  it  is  not  entirely  fitting,  at  least  is  sufficiently  so  to  justify 
its  use.  One  night  last  March  during  a  session  of  the  senate 
committee  on  finance  to  consider  proposed  constitutional 
amendment  No.  38,  which  would  place  our  tax  system  upon 
a  statutory  instead  of  a  constitutional  basis,  a  tax  attorney  in 
warning  the  committee  to  go  slow,  related  the  following  as  an 
experience  of  his  OAvn  : 
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The  night  before,  he  said,  he  had  engaged  in  conversation 
aboard  the  train  with  several  gentlemen  who  were  not  resi- 
dents of  this  state,  and  during  the  conversation  taxation  and 
revenue  matters  in  California  came  up. 

Finding  his  companions  inclined  to  be  critical,  he  idly 
remarked  that  "  the  wise  men  came  from  the  East." 

''  Not  so,"  promptly  replied  one  of  his  hearers,  "  if  men 
are  wise,  they'll  stay  in  the  East." 

But  I  don't  think  this  criticism  justified.  I'm  not  dis- 
cussing tonight  California  revenue  and  taxation  matters,  but 
I  don't  think  conditions  here  are  worse  than  elsewhere,  and  I 
believe  in  a  good  many  instances  they  are  better.  I  think 
I've  shown  you  that  the  fiscal  agents  of  the  state  are  able, 
industrious  and  conscientious.  Surely  that  is  a  good  re- 
commendation for  California. 

A  Tribute  to  the  Budget 

In  these  days  when  there  is  constant  and  loud  complaint 
because  of  growing  tax  burdens  and  increasing  expenditures, 
when  much  thought  is  being  given  to  the  causes  therefor,  and 
efficiency  surveys  and  kindred  plans  are  being  urged,  I  be- 
lieve that  one  of  the  most  potent  agencies,  not  only  for 
throwing  light  upon  the  subject,  but  for  checking  waste  and 
bringing  order  out  of  disorder,  is  the  budget. 

The  budget  should  show  actual  financial  conditions  and  esti- 
mates as  to  the  future,  based  upon  these  conditions.  While 
this  of  itself  might  not  mean  a  lessening  of  expenditure,  it 
would  mean  a  lessening  of  unnecessary  expenditures.  Waste, 
under  a  budget  system,  would  be,  or  at  least,  should  be  and 
easily  could  be  stopped. 

We  must  expect  to  spend  money  for  proper  requirements. 
As  our  population  grows,  as  our  problems  increase,  and  as  our 
various  forms  of  government  take  on  new  functions,  so  wiU 
there  be  an  increase  in  expenditures.  The  duty  of  the  budget 
is  to  see  that  these  expenditures  are  made  for  proper  purposes. 
I  consider  it  a  great  agency  for  good. 

As  the  Hon.  Job  Hedges,  of  New  York,  is  reported  to  have 
said:  '*  Government  is  an  institution  to  live  under  and  not 
on."  A  proper  budget  certainly  will  help  to  this  desirable 
end. 


SEPARATION  OF  STATE  AND  LOCAL  EEVENUES 

Newton  W.  Thompson 
President  pro  tern,  of  the  California  State  Senate 

California  adopted,  in  1910,  a  constitutional  amendment 
commonly  known  as  Amendment  No.  1,  the  purpose  of  which 
was  to  effect  complete  separation  of  state  and  local  revenues. 
The  legislature  at  its  session  in  1905,  provided  for  the  appoint- 
ment of  a  commission  to  study  methods  of  taxation,  and  the 
amendment  above  referred  to  was  drawn  in  pursuance  of  the 
recommendations  of  that  committee  as  a  result  of  its  investi- 
gations, a  prior  draft  submitted  at  the  previous  election  and 
varying  somewhat  in  detail  having  been  refused  adoption. 
The  commission  issued  several  reports  during  the  progress  of 
its  investigations  and  the  adoption  of  the  final  plan  was  much 
debated  during  the  campaign.  The  proponents  urged  that 
it  would  remove  the  principal  source  of  difficulty  attending 
the  administration  of  the  old  law,  equalization  between  coun- 
ties; that  it  would  solve  once  and  for  all  the  vexed  question 
of  taxation  of  corporate  franchises;  that  it  would  reduce  the 
unjust  proportion  of  taxes  paid  by  owners  of  real  property 
in  comparison  with  other  classes  of  property;  that  it  would 
provide  a  state  revenue,  constantly  increasing  and  adequate 
for  public  requirements,  this  estimate  being  based  upon  the 
supposition  that  the  growth  of  general  business  of  the  cor- 
porations to  be  taxed  exclusively  for  state  revenues  would 
keep  pace  with  the  general  financial  needs  of  the  state ;  that 
undervaluation,  which  had  been  the  practice  of  the  assessors 
for  many  years  would  cease,  it  being  further  assumed  that 
this  practice  arose  solely  from  the  desire  of  local  communities 
to  avoid  their  just  share  of  state  taxes,  and  as  one  of  its 
most  important  features,  that  the  local  taxpayer  would  benefit 
by  a  reduced  rate  levied  by  counties  when  the  state's  revenue 
was  entirely  derived  from  other  sources. 
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It  was  frequently  stated  during  the  campaign,  by  pro- 
ponents of  the  plan,  that  under  its  operation  corporations 
would  pay  all  state  taxes.  Doubtless  this  argument,  so  ef- 
fectively used,  had  much  to  do  with  the  adoption  of  this 
measure  at  the  polls.  The  general  plan  was  for  the  with- 
drawal from  local  taxation  of  all  property  of  certain  public 
utility  corporations,  and  all  except  real  property  of  insurance 
companies  and  banks.  In  addition  there  was  provided  a  tax 
of  one  per  cent  upon  the  value  of  the  franchises  of  all  cor- 
porations organized  for  profit  other  than  those  above  men- 
tioned. This  feature  is  a  distinct  modification  of  the  theory 
of  complete  separation  and  has  proven  not  only  unpopular  in 
operation,  but  inequitable  in  administration. 

To  provide  for  all  emergencies,  an  advalorem  levy  upon  all 
taxable  property  in  the  state  was  authorized,  in  the  event  that 
other  revenues  should  prove  inadequate  for  state  purposes. 
The  underlying  principle,  of  course,  was  that  all  classes  of 
property,  however  taxed,  should  bear  the  same  relative  burden 
and  contribute  proportionately  to  the  fund  required  to  meet 
necessary  public  expenditures.  The  advalorem  tax  has  never 
yet  been  resorted  to  because  the  biennial  increases  of  rates 
upon  corporate  properties  made  by  the  legislature  in  the 
effort  to  equalize  the  general  burden  of  taxation,  has  suffi- 
ciently increased  the  revenues  so  that  by  the  exercise  of  the 
strictest  economy  such  a  levy  has  been  avoided.  Unless  some 
further  adjustments  are  made,  or  new  sources  of  revenue 
found,  ultimately  this  course  will  be  necessary. 

Beyond  any  question  the  system  so  adopted  is,  in  many 
respects,  an  improvement  over  the  one  w^hich  it  superseded. 
The  main  charge  against  it  and  the  principal  drawback  to  its 
successful  operation,  is  its  inflexibility,  and  the  fact  that 
classifications  of  property  and  rates  of  taxation  thereon  are 
fixed  in  the  constitution,  subject  only  to  the  power  of  the 
legislature  by  a  two-thirds  vote  of  both  houses,  to  make 
changes  in  the  rates  without  being  able  to  modify  or  change 
the  classifications  so  provided. 

In  the  administration  of  this  system  the  legislature  has 
found  it  necessary,  both  at  the  sessions  of  1913  and  1915,  to 
increase  the  rates  upon  corporations  in  order  to  make  these 
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as  equitable  as  possible  in  comparison  with  the  rates  paid  by 
the  average  property  owner.  Gross  inequalities  existed  and 
still  exist  as  to  actual  rates  paid.  These  cannot  be  removed 
or  adjusted  without  some  modification  of  the  present  system. 

The  legislature  in  1911  passed  the  necessary  enactment  to 
carry  this  new  system  into  effect.  Almost  immediately  it  be- 
came apparent  that  the  tax  upon  corporate  franchises,  which 
it  had  been  assumed  would  realize  but  a  small  amount,  con- 
stituted an  important  item  in  the  revenue  receipts  of  the 
state.  While  the  rate  of  taxation  is  fixed  in  the  constitution, 
the  value  of  the  corporate  franchise  is  assessed  annually  by 
the  state  board  of  equalization,  upon  reports  rendered  by  each 
corporation  showing  in  some  detail  its  business  activities. 
The  extreme  diificulty  of  assessing  mthin  the  limited  time  al- 
lowed some  twenty  thousand  corporations  is  at  once  apparent. 
The  only  method  of  equalization  provided  is  an  appeal  to  the 
same  board  which  originally  made  the  assessment.  Efforts 
to  prescribe  by  law  a  method  to  be  followed  in  the  assessment 
of  these  franchise  values  have  so  far  been  unsuccessful.  It 
has  been  asserted  and  is  doubtless  believed  by  many  that  ad- 
vantage was  taken  of  the  wide  discretionary  powers  allowed 
to  fix  such  values  as  will  produce  sufficient  revenue  to  offset 
any  prospective  deficiency  from  other  sources.  The  constant 
increase  in  revenue  realized  from  this  one  item  is  pointed 
out  as  an  indication  that  while  in  theory  substantially  com- 
plete separation  is  maintained  in  fact  general  property  values 
are  thus  made  to  bear  indirectly  a  substantial  share  of  the 
direct  burden  of  state  taxation.  It  may  not  be  out  of  place 
to  recall  that  a  distinguished  advocate  of  the  present  system 
stated  at  a  public  meeting  held  shortly  after  its  adoption, 
that  the  franchise-tax  feature  was  intended  as  a  buffer  and 
could  be  made  to  yield  much  or  little  revenue  as  might  be 
required. 

It  was  soon  evident  that  the  revenues  of  the  state  were 
dependent  almost  entirely  upon  general  business  conditions 
and  the  prosperity  of  those  utilities  taxed  directly  for  its 
support.  The  legislature  therefore,  instead  of  providing  for 
the  needs  of  the  state,  and  levying  upon  the  taxable  property 
therein  the  amount  thus  found  necessary  for  its  support,  was 
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compelled  to  deny  many  needed  appropriations  because  esti- 
mated revenues  would  prove  insufficient.  Had  it  not  been 
for  the  authority  to  levy  a  deficiency  advalorem  tax  there 
would  have  been  presented  the  humiliating  spectacle  of  a 
sovereign  state  deprived  of  one  of  the  essential  attributes  of 
sovereignty,  the  power  to  levy  tribute  upon  its  citizens  and 
their  property  to  provide  for  its  public  institutions. 

It  was  assumed  that  the  gross  income  of  those  public  utili- 
ties and  corporations  taxed  exclusively  for  state  revenues 
would  furnish  an  absolutely  sure  and  safe  basis  of  steadily 
increasing  revenues  for  state  support.  Many  things,  some  of 
which  could  not  well  have  been  foreseen,  which  have  since 
occurred,  make  it  necessary  to  materially  modify  this  view. 
The  normal  eifect  of  general  business  and  economic  condi- 
tions was,  of  course,  anticipated.  Perhaps  there  was  not  a 
full  realization  of  the  effect  of  the  diminution  of  corporate 
revenues,  such  as  followed  the  establishment  of  the  parcel  post 
or  the  opening  of  the  Panama  Canal.  Regulation  of  public 
utilities  resulting,  usually,  in  substantial  decreases  in  rates, 
materially  affected  state  revenues.  The  growth  of  municipal 
ownership  is  not  an  inconsiderable  item.  The  latest,  and  in 
some  respects,  the  most  serious  prospective  loss  in  state  re- 
venues arises  from  the  operation  of  the  so-called  jitney  busses. 
It  is  estimated  that  the  state's  receipts  may  be  reduced  by 
this  form  of  competition  alone,  more  than  a  quarter  of  a 
million  of  dollars  during  the  current  fiscal  year. 

No  human  mind  could  have  foreseen  the  conditions  arising 
from  the  unprecedented  struggle  now  being  waged  in  foreign 
lands,  and  the  wisest  may  well  hesitate  now  to  predict  how 
widespread  may  be  its  unhappy  influence,  or  how  disastrous 
its  final  outcome. 

It  is  only  fair  to  say,  as  bearing  upon  the  general  question 
of  state  support,  that  large  revenues  are  collected  annually 
from  an  inheritance  tax,  and  also  substantial  amounts  from 
various  filing  and  departmental  fees  in  the  several  state 
offices,  while  the  state  has  lost  a  source  of  revenue  yielding 
annually  about  $850,000  by  the  abolition  through  the  initia- 
tive, of  the  poll  tax.  A  corporation  license  tax  based  upon 
authorized  capital  stock  only,  yielding  annually  about  the 
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same  amount,  which  was  repealed  July  first  1914  on  account 
of  adverse  court  decisions,  has  been  re-enacted  and  will  again 
be  imposed,  in  modified  form,  at  the  close  of  this  calendar  year. 

The  rapid  increase  of  governmental  expenditures,  both  state 
and  local,  is  a  matter  of  common  knowledge.  It  is  therefore 
perhaps  not  surprising  that  local  taxing  bodies,  finding  them- 
selves relieved  by  the  adoption  of  Amendment  No.  1,  from  the 
necessity  of  levying  for  state  revenue,  immediately  embraced 
the  opportunity  to  obtain  increased  amounts  for  local  pur- 
poses. It  is  easily  susceptible  of  proof  that  within  two  years 
after  the  adoption  of  this  system,  the  saving  to  local  taxpayers, 
through  the  abolition  of  the  state  tax  levy,  had  been  entirely 
absorbed  by  local  levies,  and  in  many  cases  the  increase  of 
such  local  levies  had  been  much  larger.  From  the  standpoint 
of  the  individual  taxpayer  the  effect  has  been  rather  to  in- 
crease than  to  diminish  the  tax  Avhich  he  paj^s.  The  inability 
or  unwillingness  of  local  taxing  bodies  to  resist  the  temptation 
to  levy  vastly  increased  amounts  for  local  purposes,  is  one 
of  the  outstanding  features  of  the  administration  of  the  act, 
and  from  it  has  arisen  a  condition  which  must  be  reckoned 
with  in  any  future  adjustment  of  the  general  plan  of  taxation. 

Another  unexpected,  although  logical,  result  of  the  adoption 
of  this  system  is  the  feeling  of  freedom  from  responsibility  as 
to  expenditures.  For  the  last  two  sessions  the  legislature  has 
been  importuned  to  make  appropriations  aggregating  more 
than  ten  times  the  available  funds.  At  the  last  general  elec- 
tion an  initiative  bond  issue  for  the  benefit  of  the  state  uni- 
versity was  adopted  by  the  voters.  Bonds  thus  authorized 
are  to  bear  a  higher  rate  of  interest  than  any  other  recent 
issue  of  state  bonds.  The  main  argument  advanced  for  this 
bond  issue  was  simply  that  it  would  cost  the  taxpayers  noth- 
ing, as  the  corporations  would  pay  the  entire  debt.  It  seems 
to  have  been  forgotten  that  if  the  revenues  of  the  state  are 
insufficient  a  general  levy  must  be  made  upon  all  properties 
throughout  the  state,  to  meet  that  deficiency. 

The  belief  that  property  would  be  assessed  at  its  fuU  value 
has  been  shown  to  have  been  unfounded,  no  change  having 
been  made  in  that  respect.  Assessors  continue  to  place  prop- 
erty upon  the  assessment  roll  at  from  twenty  to  sixty  per 
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cent  of  its  actual  value.  It  may  safely  be  said  that  in  the  event 
of  an  advalorem  levy  for  a  deficiency  in  state  revenue,  the 
disparity  between  values  in  different  counties  would  be  fully 
as  great  at  the  time  of  the  adoption  of  this  system. 

Under  the  old  law  some  counties  derived  large  revenues 
through  taxation  of  railroad  lines  within  their  borders.  To 
compensate  for  this  loss  it  was  provided  that  the  state  should, 
until  the  year  1918,  annually  reimburse  any  county  which 
suffered  a  net  loss  in  railroad  revenues  through  the  with- 
drawal of  that  class  of  property  from  county  taxation.  The 
question  of  these  refunds  was  found  to  be  so  difficult  of  solu- 
tion that,  at  the  session  of  1911,  an  act  was  passed  granting 
these  refunds  to  certain  counties  upon  an  arbitrary  basis 
throughout  the  whole  period  above  provided  for,  the  calcula- 
tion having  been  made  from  data  furnished  at  that  time. 
Great  dissatisfaction  has  arisen  over  this  provision.  Subse- 
quent investigation  and  computation  tend  to  show  that  some 
of  the  counties  thus  provided  for  are  not,  in  fact,  entitled 
to  receive  the  funds  at  this  time;  that  others  should  receive 
different  amounts  from  those  thus  fixed  and  that  still  others 
not  yet  provided  for  are  equitably  entitled  to  refunds.  So 
acute  has  this  question  become  that  when,  at  the  last  session, 
a  general  investigation  of  taxation  and  revenue  problems  was 
authorized,  provision  was  made  for  a  special  investigation  and 
report  upon  the  question  of  refunds  to  counties.  The  original 
provision  is  to  cover  loss  of  revenue  from  railroad  assessment 
only,  and  extends  only  to  counties.  For  some  reason  not  ap- 
parent, cities  were  not  similarly  provided  for. 

A  feature  of  the  new  plan  which  attracted  but  little  at- 
tention at  the  time  of  its  adoption,  was  that  the  property  of 
corporations  taxed  directly  for  state  revenues  was  to  be  free 
from  lien  for  all  bonds  voted  locally  for  public  improvements 
after  that  time.  The  lien  of  those  theretofore  voted  could 
not,  of  course,  be  removed,  and  the  state  now  refunds  a  large 
sum  annually  from  its  collection  to  the  several  counties  and 
cities  which  are  to  be  reimbursed  in  this  manner.  With  respect 
to  bonded  indebtedness  outstanding  in  1910,  counties  are  re- 
quired, under  the  terms  of  the  act,  to  reimburse  the  different 
districts  within  their  borders  for  the  loss  of  revenue  arising 


48  NATIONAL  TAX  ASSOCIATION 

by  the  withdrawal  of  property  taxed  directly  by  the  state  from 
local  taxation.  This  provision  has  proven  to  be  of  little  value 
to  the  districts,  only  nominal  amounts  being  usually  allowed 
by  the  counties.  The  indirect  effect  of  this  evasion  of  the 
law  is  to  increase  the  tax  of  the  local  property  owner. 

The  enormous  amount  of  municipal,  district  and  county 
bonds  issued  since  1910  falls  entirely  upon  the  property  of 
the  average  taxpayer  and  most  of  it  upon  the  real  estate  of 
that  individual.  Corporations  not  taxed  locally  are  free 
therefrom. 

It  is  asserted  by  some  that  local  taxation  is  a  local  matter, 
that  it  concerns  only  those  immediately  and  directly  affected 
and  that  the  utmost  freedom  in  this  respect  should  therefore 
be  given.  The  position  of  the  advocates  of  so-called  "  home 
rule  in  taxation  "  is  well  knoA^Ti.  Personally,  I  am  not  pre- 
pared to  accept  this  view.  Unjust,  excessive  or  unequal  taxa- 
tion of  any  character  or  for  any  purpose  is  a  disadvantage 
and  discrimination  reaching,  I  think,  far  beyond  those  im- 
mediately affected.  It  is  probably  too  optimistic  to  express 
the  hope  that  an  ideal  and  satisfactory  system  of  taxation 
will  soon  be  found,  but  surely,  in  spite  of  difficulties,  and 
rapidly  changing  conditions,  much  has  been  and  is  being 
accomplished. 

The  lesson  to  be  drawn  from  California's  experience  with 
the  present  plan,  is  that  it  is  unwise  and  inexpedient  if  not 
unjust,  to  prescribe  rigidly  in  the  constitution  exact  rates 
or  methods  of  taxation.  These  should  be  left  to  legislative 
action  that  advantage  may  be  taken  of  the  experience  gained 
and  the  information  obtained  through  administration  of  the 
law  and  the  close  study  that  such  an  important  subject 
merits  at  the  hands  of  those  to  whom  its  administration  is 
committed.  By  this  method  it  is  possible  to  adjust  and  equal- 
ize without  tedious  delay  any  disproportionate  burden  of 
taxation. 

If  some  of  these  comments  seem  to  present  criticisms  on 
recent  tax  legislation  and  administration  in  California  they 
are  not,  in  any  sense,  personal,  but  are  intended  as  a  recital 
of  the  events  following  the  change  in  method  of  taxation.  A 
return  to  the  old  system  of  a  general  property  tax  for  all 
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puiposes  has  but  few  advocates,  and  is  not  seriously  consid- 
ered. The  principle  of  separation  is  too  firmly  established 
ever  to  be  abandoned  entirely. 

Provision  must  be  made  for  an  adequate  and  comprehen- 
sive plan  of  obtaining  information  as  to  the  exact  operation 
of  tax  laws  and  the  ascertainment  of  the  relative  burden 
borne  by  each  taxpayer,  whether  individual  or  corporate  and 
by  whatever  method  taxed,  and  for  the  incorporation  into 
law  and  the  efficient  and  fearless  administration  of  the  equit- 
able principles  thus  established.  The  problem  is  complicated, 
baffling  almost,  and  constantly  changing  under  modern  con- 
ditions, but  until  it  has  been  accomplished  and  until  the 
burden  of  all  governmental  expenditures  is  distributed  equit- 
ably among  all  taxpayers,  under  tax  laws  fairly  and  wisely 
administered,  the  object  for  which  the  association  is  organ- 
ized and  the  ideal  toward  which  all  tax  legislation  and  tax 
administration  should  be  directed,  will  not  have  been  realized. 
4 
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To  set  forth,  in  full,  the  present  fiscal  situation  in  Cali- 
fornia would  require  a  mass  of  statistics  more  fitting  in  an 
official  report  than  in  an  address  of  this  character.  But 
fortunately  the  essential  features  can  be  drawn  without  an 
array  of  details. 

The  present  situation  can  be  most  easily  set  forth  by  the 
light  of  the  history  of  the  past  ten  years.  In  March,  1905, 
the  legislature  jDrovided  for  a  special  commission  on  revenue 
and  taxation,  with  the  usual  powers  to  investigate  and  re- 
commend changes  in  the  state  tax  system. 

The  constitution,  at  that  time,  bound  California  to  the 
use  of  the  general  property  tax  for  state,  county  and  muni- 
cipal purposes. 

The  form  of  the  general  property  tax  in  use  was  substan- 
tially that  common  throughout  the  United  States.  But  there 
were  several  essential  differences  between  the  California  tax 
and  that  of  New  England  or  the  Middle  West  which  it  is 
necessary  to  note,  since  Eastern  critics  of  the  California  sys- 
tem seem  to  fail  to  take  them  into  consideration.  The  most 
important  difference  was  that  the  assessment  district  was  a 
large  one,  namely  the  county,  of  which  there  are  only  fifty- 
eight  in  this  large  state.  The  result  was  that  the  assessment 
was  made  in  each  county  by  a  county  assessor  whose  district 
was  large  enough  to  dignify  his  office  and  to  afford  such 
compensation  as  to  attract  a  good  man.  There  were  no  town- 
ship or  ward  assessors.  What  many  states  have  been  aiming 
at  by  setting  up  county  assessors  over  the  petty  local  asses- 
sors we  had  from  the  start  without  the  incubus  of  the  petty 
assessor.  The  assessor  was  adequately  provided  with  tools 
and  facilities  for  his  Avork.  He  had  good  maps,  transcripts 
of  the  records,  good  quarters  and  sufficient  deputies,  and  was 
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allowed  ample  time — about  four  months — in  which  to  write 
the  rolls. 

The  law,  also,  contained  certain  excellent  provisions  as  to 
what  was  taxable  personal  property.  We  have  never  been 
much  plagued  since  1879  by  the  problem  of  taxing  money  and 
credits,  stock  and  bonds,  because  the  theory  of  the  law  was 
to  tax  the  property  and  to  let  those  things  which  stand  for 
and  represent  property  go. 

Railroads  alone  were  centrally  assessed.  There  was  a  state 
board  of  equalization,  but  its  powers  were  so  limited  that  it 
acted  only  under  great  provocation. 

Despite  its  excellent  features  there  were,  however,  many 
defects.  The  many  defects,  great  and  small,  in  the  tax  system 
as  it  was  in  1905  are  so  fully  set  forth  in  the  1906  report 
of  the  Commission  on  Revenue  and  Taxation  that  I  need  not 
cumber  this  record  with  them. 

The  commission  brought  in  a  report  recommending  separ- 
ation of  state  from  local  taxation.  Not  all  the  reasons  which 
led  the  commission  to  this  recommendation  could  be  set  forth 
in  the  official  report.  In  fact  one  that  was  regarded  by  the 
commission  as  most  decisive  was  barely  mentioned  in  the  re- 
port and  in  the  public  discussion.  The  three  main  reasons 
emphasized  in  the  reports  were:  (1)  the  baneful  effect  on 
local  assessments  of  the  imposition  of  a  heavy  state  advalorem 
tax  and  the  impotence  of  the  state  board  of  equalization; 
(2)  the  viciously  unequal  distribution  of  the  proceeds  of  the 
taxes  on  public  utilities  between  the  counties;  (3)  the  general 
undertaxation  of  public  utilities  and  banks.  It  is  obvious  to 
any  well-posted  tax  man  that  numbers  one  and  three  of  these 
faults  can  be  remedied  without  separation.  But  the  second 
cannot.  The  second  is  peculiar  to  California  and  does  not  and 
cannot  exist  in  any  other  state  to  the  same  degree,  for  the 
simple  reason  that  no  other  state  has  the  same  geographical 
conditions.  It  has  sometimes  been  assumed  that  I  am  an 
advocate  of  "  separation  "  under  any  and  all  circumstances. 
Quite  the  contrary,  as  my  Kentucky  report  shows,  I  believe 
"  separation  "  by  segregation  of  taxable  properties  to  be  ad- 
visable in  relatively  few  places.  But  separation  by  giving  to 
the  state  such  taxes  as  the  inheritance  tax  and  the  income 
tax  is  a  very  different  story.     To  that  I  shall  return. 
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The  reason  for  recommending  separation  which  was  most 
conclusive  with  the  commission  was  the  incessant  political 
activity  of  the  public  utilities.  This  was  also  the  reason  for 
recommending  that  public  utilities  be  taxed  by  a  mathematical 
rule  which  precluded  the  exercise  of  any  discretiouarj^  powers 
by  any  assessor  or  assessing  body.  There  were,  of  course, 
many  other  reasons  why  the  corporations  were  in  politics. 
There  were,  for  example,  franchises  to  be  had,  grants  of  many 
sorts  to  obtain,  and  rate  regulation  to  control.  A  large  part 
of  the  internal  political  history  of  California  concerns  the 
struggle  between  "  the  people  and  the  corporations  "  as  it  is 
commonly  called.  Under  the  leadership  of  Governor  Johnson 
that  struggle  has  ended  with  the  principle  of  government  for 
the  good  of  the  greatest  number  well  established  in  practice. 

The  tax  system  as  it  was  in  1905  was  the  mainstay  of  the 
political  activities  of  the  public  utilities.  In  every  county 
where  they  had  property  they  had  to  deal  with  the  assessor, 
and  with  the  county  board  of  equalization.  In  every  city 
also.  Anything  they  could  save  in  taxes  provided  a  fund  for 
the  support  of  the  "  machine  ".  Further  comment  is  un- 
necessary. 

Under  the  plan  of  separation  proposed  by  the  commission 
the  state  retained  the  poll  tax,  all  of  which  went  back  to  the 
local  school  districts,  the  inheritance  tax,  $250,000  of  which 
likewise  went  back  to  the  schools  through  the  school  fund, 
established  a  new  corporation  license  tax,  and  the  state  re- 
tained all  the  taxes  on  certain  segregated  properties  which 
were  to  be:  all  public  utilities,  except  water  companies,  the 
banks  and  insurance  companies,  and  all  franchises,  which 
term  means  in  California  the  corporate  excess.  The  entire 
revenue  system,  so  far  as  the  state  revenues  were  concerned, 
was  to  be  written  into  the  constitution,  save  that  the  legisla- 
ture was  to  fix  the  rates  by  a  two-thirds  vote.  All  state  taxes 
except  those  on  franchises  were  to  be  computed  by  mathe- 
matical rules  which  have  proved  to  be  evasion-proof. 

The  commission  reported  in  1906.  The  legislature  of  1907 
submitted  the  plan  to  the  people  and  in  November,  1908,  it 
was  defeated.  The  legislature  of  1909  again  submitted  the 
plan  slightly  modified  and  in  1910  it  was  adopted  by  a  large 
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majority.  The  passage  of  the  plan  by  the  legislature  largely 
controlled  by  the  public  utilities  has  sometimes  been  construed 
to  mean  that  it  was  a  measure  by  which  those  interests  gained 
some  improper  advantage.  As  it  has  since  developed  that  it 
increases  the  taxes  of  the  public  utilities  by  threefold  it  is 
hard  to  see  where  any  improper  advantage  was  obtained. 
But  it  is  not  hard  to  see  that  certainty  and  steadiness  of 
taxation,  freedom  from  the  necessity  of  maintaining  constant 
political  activities  with  all  their  attending  perils,  annoyance, 
worry  and  expense  were  as  much  an  advantage  to  the  cor- 
porations as  were  the  increased  revenues  from  these  sources 
an  advantage  to  the  public. 

Bitter  opposition  was  advanced  in  certain  quarters  and  is 
still  continued,  both  openly  and  in  many  subtile  ways. 

Separation — or  segregation — cures  or  evades,  as  one  chooses 
to  look  at  it,  the  difficulties  of  equalization  between  counties, 
for  in  the  absence  of  an  advalorem  tax — or  even  with  a  light 
one — differences  in  assessment  between  counties  are  of  less 
importance  than  they  were.  It  also  completely  cures  the 
injustice  which  formerly  existed  in  the  distribution  of  the 
revenues  from  taxes  on  public  utilities.  Yet  certain  weak- 
kneed  compromises  with  the  counties,  made  in  the  interest 
of  passing  the  measure,  have  proven  serious  plagues  and 
menaces. 

In  1913  and  again  in  1915  the  legislature  raised  the  rates 
of  the  corporation  taxes.  While  the  legislature  was  undoubt- 
edly influenced  in  making  these  changes  in  rates  by  a  desire 
for  more  revenue  for  the  rapidly  enlarging  state  activities, 
yet  there  was,  in  each  case,  a  scrupulous  regard  for  the 
equities  and  every  endeavor  was  made  to  make  the  new  rates 
as  nearly  equal  as  might  be  to  the  burden  of  local  taxation. 

For  five  years  the  state  has  gotten  along  without  an 
advalorem  tax.  This  was  far  beyond  the  expectation  of  the 
commission  and  a  surprise  to  everyone. 

In  making  comparisons  between  the  old  and  the  new,  we 
cannot  start  with  the  year  1910,  but  must  take  the  year  1905 
as  giving  the  "  before  using  "  condition  of  the  patient.  This 
is  because,  in  1906,  as  a  result  of  the  investigations  and  re- 
port of  the  commission,  doses  of  the  remedy  were  adminis- 
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tered,  increasing  in  size  each  year,  by  the  state  board  of 
equalization  and  by  the  local  assessors.  Thus  in  1906  and 
1907  the  state  board  raised  the  assessment  of  railroads  so  that 
the  resulting  taxes  equaled  the  4%  of  gross  receipts,  which 
was  the  tax  then  recommended  by  the  commission.  In  1909 
the  same  board  did  some  strenuous  equalizing.  In  1906  as- 
sessors began  to  assess  franchises  and  so  on. 

The  following  table  shows  the  ultimate  effect  on  corpora- 
tions. Of  course  these  are  the  gross  figures.  Allowance  must 
be  made  for  new  properties.  How  much  that  is,  is  not  easily 
ascertainable.  Railroad  mileage  may  serve  as  an  index.  It 
was  5500  miles  in  1905  and  7300  miles  in  1914,  an  increase 
of  one-third.  But  railroad  taxes  per  mile  for  the  main  rail- 
roads are  today  three  times  as  much  as  in  1905. 

Taxes  Paid  by  California  Corporations  in  1905  and  in  1915 

1905  1915  Increase 

Eailroads  and  street  railways $2,469,657  $6,588,284  $4,118,627 

Gas  and  electric  companies 424,487  2,283,901  1,859,414 

Telegraph  and  telephone  companies        139,949  787,932  647,983 

Car  companies 18,831  122,761  103,930 

Express  companies 14,759  78,295  63,536 

Banks 721,426  2,586,375  *  1,864,949 

Insurance  companies 148,000  1,022,554  874,554 

Franchises   375,000  1,926,695  1,551,695 

Totals   $4,312,109     $15,396,797     $11,084,688 

Comment  on  these  figures  would  be  superfluous. 

The  effect  on  the  county  rolls  was  slow  to  develop.  It  was 
not  until  after  it  seemed  certain  that  there  would  be  no  state 
advalorem  tax  that  the  counties  really  exercised  their  newly 
gained  freedom.  But  in  the  nine  years  from  1905  to  1914,  the 
county  assessment  rolls  doubled.  Under  the  old  system  it  re- 
quired twenty-two  years  for  the  rolls  to  double.  Again  com- 
ment is  unnecessary. 

The  following  table  shows  the  estimate  of  state  revenues 
from  the  segregated  sources  for  1905,  1908  and  1909  made  by 
the  commission,  and  the  actual  revenues  from  1911  to  date. 

*  Contains  $360,000  estimated  real  estate  taxes  to  make  the  figures 
comparable  with  those  for  1905. 
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State  Segregated  Kevenues 

Estimated     1905 $6,805,000 

"            1908 7,148,176 

"            1909 7,521,645 

Eealized   1911 10,454,215 

"            1912 10,922,405 

"     1913 12,971,541 

"     1914 13,609,663 

"     1915 15,396,797 

Thus  every  one  of  the  fondest  hopes  of  the  commission  have 
been  more  than  abundantly  fulfilled. 

It  must  be  held  in  mind  that  the  reforms  begun  in  1906 
were  but  the  beginnings  of  complete  tax  reform.  There  was 
no  provision  for  central  control.  The  reform  did  not  touch 
upon  local  taxation,  save  in  so  far  as  it  freed  that  from  the 
incubus  of  the  heavy  state  surtax.  Many  counties  were  con- 
tent to  leave  the  saving  in  the  pockets  of  the  local  taxpayers, 
some  county  governments,  fortunately  a  few,  seized  upon  this 
saving  and  spent  it  in  extravagance,  many  others  took  part 
of  it  for  much-needed  public  improvements.  But  this  is  the 
subject  of  Senator  Thompson's  paper,  so  I  shall  leave  that  to 
him. 

After  this  brief  resume  of  the  past  ten  years  we  are  pre- 
pared to  understand  the  situation  as  it  confronts  us  today. 
There  is  somewhat  of  a  crisis  in  our  fiscal  affairs.  But  this 
crisis  is  not  nearly  so  severe  as  those,  who  for  selfish  reasons 
would  break  down  the  present  system,  try  to  make  us  believe. 

Beginning  in  1912  there  swept  over  California,  for  reasons 
we  need  not  here  consider,  a  great  wave  of  expansion  in  almost 
every  phase  of  government  activity.  The  increase  in  govern- 
menal  cost  has  not  been  so  very  large  in  percentages  but  as 
the  existing  taxes  or  sources  of  revenues  are  approaching  their 
limit  the  strain  is  being  felt.  Taxes  on  real  estate  advanced 
from  a  former  average  of  about  1%  on  the  true  value  of  tax- 
able property  to  1.12%  in  1912  and  over  1.2%  in  1914.  With 
a  decreasing  return  on  investments  this  means  more  than  the 
figures  above  show.  Local  bonded  indebtedness  also  grew, 
and  that  tremendously,  thus  curtailing  the  revenues  for  cur- 
rent expense  and  threatening  a  very  heavy  increase  in  taxes 
in  the  future.     In  1908  the  counties  owed  $7,600,000,  in  1914 
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they  owed  $57,400,000.  Cities  owed  $28,600,000  in  1910  and 
$100,400,000  in  1913.     Local  taxes  in  1914  were  $74,000,000. 

The  state's  activities  have  grown  also.  The  state  is  taking 
over  more  and  more  duties  formerly  performed  in  part  or 
wholly  by  the  localities  and  is  developing  more  and  more  new 
activities.  Thus  selecting  ten  of  the  main  classes  of  regular 
expenditures  we  find  that  they  cost,  in  1904,  $9,473,000  and 
in  1914  $24,000,000.  It  would  take  us  too  far  afield  to  analyze 
these  new  expenditures  state  and  local.  I  am  personally  of 
the  opinion  that  the  new  state  activities  are  all  for  the  better. 
The  same  is  true  of  more  than  half  of  the  increase  in  local 
expenditures,  although  a  very  considerable  part  of  the  local 
bonded  indebtedness  has  been  very  unwisely  incurred. 

But  the  strain  in  the  state's  resources  is  not  merely  from 
increased  expenditures.  There  has  been  an  actual  cutting  off 
of  revenues,  and  in  addition  to  that  the  revenues  from  the 
gross  earnings  taxes  have,  save,  as  a  result  of  increased  rates, 
increased  but  slowly.  The  last,  of  course,  is  a  normal  and 
to  be  expected  feature  of  such  taxes  in  every  period  of  busi- 
ness depression.  It  is  offset  by  the  advantage  of  greater  aver- 
age increase  in  the  long  run  than  any  advalorem  tax  system 
is  likely  to  achieve. 

The  direct  curtailment  of  revenues  came:  (1)  from  the  re- 
peal of  the  poll  tax  by  initiative  popular  vote;  (2)  from  the 
repeal  of  the  corporation  license  tax  by  the  legislature  follow- 
ing an  adverse  court  decision  which  has  since  been  reversed; 
these  two  alone  meaning  a  loss  of  over  $1,500,000  annually; 
(3)  from  service  rate  reductions;  (4)  by  the  mice  nibbling  at 
the  cheese,  in  the  form  of  new  competition  with  public  utilities 
of  which  the  jitneys  and  the  auto-stages  are  examples;  and  (5) 
by  increased  public  o-svnership  and  operation  of  utilities,  of 
which  the  San  Francisco  municipal  railway  furnishes  an 
example. 

The  present  state  administration  was  loath  to  meet  the 
threatened  deficit  either  by  drawing  on  the  surplus  until  the 
depression  should  be  over,  or  by  the  means  provided  in  the 
tax  system,  namely  an  advalorem  tax.  The  necessary  new 
revenues  were  obtained  by  restoring  the  corporation  license 
tax,  increasing  the  rates  of  the  inheritance  tax,  and  raising 
the  rates  of  the  other  state  taxes. 
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How  much  the  taxes  on  public  utilities,  banks,  etc.,  could 
and  should  be  raised  was  the  crux  of  the  whole  matter.  The 
prevailing  political  theory,  although  quite  the  contrary  of  the 
law  in  this  state,  is  that  equity  requires  that  the  gross  receipts 
taxes  shall  be  the  substantial  equivalent  of  the  taxes  on  real 
estate  taxed  locally.  When  the  rates  of  the  state  taxes  were 
raised  in  1913  it  was  after  an  elaborate  investigation  of  the 
relative  equality  of  the  two  sets  of  taxes.  While  no  investi- 
gation along  similar  lines  could  be  made  in  1914  under  existing 
business  conditions,  it  was  easy  to  establish  the  fact  and  the 
amount  of  the  increase  in  local  taxes,  and  the  legislature  acted 
accordingly.  Although  the  simple  methods  used  in  this  case 
are  as  certain  and  as  accurate  as  any  more  elaborate  ones 
could  be,  yet  they  are  not  as  impressive.  Hence  public  utility 
officials  were  in  a  position  to  claim  that  the  increases  in  this 
case  were  based  on  guesswork,  and  that  the  increases  were 
coming  too  frequently,  and  to  demand  a  full  investigation  of 
the  tax  system,  as  a  condition  to  assenting  to  the  new  rates. 

The  legislature  consequently  provided  for  a  new  investiga- 
tion to  be  made  under  direction  of  the  governor.  The  forces 
which  brought  that  about  were:  (1)  the  need,  if  state  ex- 
pansion is  to  go  on,  for  more  revenues  than  the  existing  state 
taxes  can  be  made  to  yield,  (2)  the  continued  opposition  of 
the  banks  to  their  taxes,  (3)  the  dissatisfaction  of  the  public 
utilities  with  so  frequent  rate  increases,  and  (4)  a  very  gen- 
eral feeling  that  local  taxation  now  needs  attention  and  reform. 

As  will  be  remembered  the  state  tax  system,  and  for  that 
matter  the  essentials  of  the  local  tax  system,  too,  are  in  the 
constitution.  Consequently  no  action  could  be  taken  to  change 
things  for  two  years  after  the  new  investigation  is  made  un- 
less the  constitution  be  meanwhile  amended.  Hence  we  have 
before  the  people  a  constitutional  amendment  clearing  the 
way.  This  amendment  follows  the  well-known  lines  of  the 
constitution  of  Pennsylvania  and  Arizona  and  places  all  taxa- 
tion in  the  hands  of  the  legislature  with  little  restriction. 
The  amendment  also  provides  for  centralization. 

It  is,  of  course,  far  too  early  to  forecast  the  outcome  of 
the  investigation.  There  are  a  great  many  possibilities.  It  is 
possible  to  revert  to  the  general  property  tax  for  all  branches 
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of  government  without  segregation,  but  with  central  control. 
But  it  is  hardly  probable  that  this  will  be  recommended.  It 
is  also  possible  to  continue  the  present  system  with  an  ad- 
valorem  state  tax,  low  in  rate,  as  was  contemplated  by  the 
commission  which  framed  the  present  system.  But  the  people 
seem  to  like  separation  and  it  seems  to  be  a  favorite  argument 
when  any  new  expense  is  contemplated  to  say,  "  You  voters 
will  not  have  to  pay  for  this,  the  corporations  will  pay." 
But  obviously  unless  the  amount  of  segregated  property  be 
increased  there  is  a  limit  to  the  revenues  available. 

To  my  mind  the  ultimate  solution  is  to  be  found  in  what  I 
am  accustomed  to  consider  as  true  separation  as  distinct  from 
segregation.  This  is  the  establishment  of  new  and  indepen- 
dent taxes  for  state  purposes. 

There  are  a  good  many  such  taxes  which  might  be  con- 
sidered, but  they  are  all  makeshifts  except  one,  namely,  the 
income  tax. 

I  have  elsewhere,  that  is,  in  the  report  of  the  state  board  of 
equalization  for  1913-1914  and  in  a  forthcoming  booklet  on 
government  finance,  elaborated  the  argument  for  a  state  in- 
come tax,  so  I  can  be  very  brief  on  this  point. 

Everywhere  in  this  country  state  activities  and  expenses 
are  growing.  The  state  is  the  proper  division  of  government 
for  certain  activities  which  are  necessarily  being  developed. 
These  activities  for  the  most  part  increase  the  personal  effi- 
ciency of  the  citizen,  or  provide  unseen  benefits  which  in  no 
wise  reflect  on  property  values  or  property  earnings.  An  in- 
come tax  reaches  this  increased  personal  taxpaying  power. 
I  do  not  anticipate  that  the  federal  government  will  ever  use 
the  income  tax  as  an  important  source  of  revenue,  except  in 
times  of  great  stress.  The  present  federal  income  tax  is  so 
light  as  to  be  negligible. 

The  form  of  the  income  tax  to  be  adopted  cannot  be  dis- 
cussed in  so  brief  a  paper.  It  can  be  one,  for  California, 
which  would  incorporate  in  itself,  most  of  the  existing  segre- 
gated revenues.  But  it  should  be  in  my  opinion  the  main- 
stay of  the  state  revenue  system,  including  the  general  pro- 
visions for  schools  of  aU  grades  up  to  and  including  the 
university. 


EFFECT  OF  SEPARATION  UPON  THE  TAXATION  OF 
PUBLIC  SERVICE  CORPORATIONS 

George  G.  Tunell 

Commissioner  of  Taxes,  Atchison,  Topeka  and  Santa  Fe  Railway  System 

Although  it  is  stated  on  the  program  that  I  am  the  tax-pay- 
ing official  of  a  public  service  corporation,  I  hope  you  will  not 
assume  that  my  attitude  toward  my  subject  will  be  narrowly 
determined  by  my  opinion  as  to  whether  the  tax  burdens  of 
public  service  corporations,  and  more  particularly,  the  burden 
of  the  corporation  I  represent  has  been  increased  or  diminished 
by  separation.  I  shall  attempt  to  discuss  the  question  of 
separation  in  its  broader  aspects  although  I  shall  not  forget 
that  the  program  announces  that  I  will  address  you  on. the 
subject  of  the  effect  of  separation  on  the  taxation  of  public 
service  corporations.  Here  at  the  very  beginning  I  am  going 
to  explain  that  my  experience  with  separation  and  I  might 
add  my  knowledge  of  it  is  confined  to  the  "West. 

As  it  appears  to  me  the  chief  goal  of  recent  state  tax 
reform  legislation  has  been  the  bringing  about  of  a  fairer  dis- 
tribution of  the  tax  burden.  The  accomplishment  of  this 
program  has  generally  been  sought  by  classification  and  the 
assessment  of  all  property  at  full  value.  To  improve  assess- 
ment, better  and  stronger  central  machinery  has  been  set  up 
for  the  making,  control  and  equalization  of  assessments.  The 
inherent  difficulties  have  been  squarely  faced  and  the  initial 
assessments  and  work  of  equalization  have  been  steadily 
improved. 

Separation  we  have  been  told  does  away  with  the  difficult 
work  of  equalization.  To  my  mind  it  does  not  remove  the 
necessity  for  this  work.  Separation  shifts  it  and  sometimes 
ignores  and  treats  it  lightly  but  the  task  remains,  nevertheless, 
and  there  will  be  no  escape  from  it  so  long  as  our  ideas  of 
fairness  and  justice  remain  what  they  are. 
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I  have  said  that  the  necessity  for  equalization  is  shifted 
but  is  not  eliminated  by  separation  of  the  sources  of  revenue 
and  I  shall  now  explain  what  I  have  in  mind.  Here  in  Cali- 
fornia, as  you  know,  there  is  complete  separation  of  the  sources 
of  revenue  between  the  state  and  the  local  governments,  and 
I  shall  use  California  to  make  clear  my  view. 

On  page  93  of  its  report  of  1906  the  commission  on  revenue 
and  taxation  in  discussing  the  question  of  how  the  rates  for 
gross  earnings  taxes  on  the  different  classes  of  corporations 
should  be  determined  said : 

In  all  of  those  states  in  which,  in  recent  years,  a  change  has  been  made 
in  the  taxation  of  public-service  corporations,  either  from  the  advalorem 
system  to  a  gross  earnings  tax,  or  from  a  gross  earnings  tax  back  to  an 
advalorem  system,  or  in  which  any  substantial  change  or  reform  has  been 
suggested  in  regard  to  the  taxation  of  public-service  corporations,  the 
question  has  always  been  raised  whether  the  proposed  rates  or  methods 
of  taxation  for  such  companies  would  result  in  ' '  equal  taxation. "  It  is 
difficult  to  determine  exactly  what  is  meant,  in  this  connection,  by 
"  equal  taxation,"  but  in  the  popular  mind,  as  expressed  during  the 
discussions  of  such  proposed  reforms,  there  has  been  an  idea  that,  by 
whatever  method  a  railroad,  for  example,  may  be  taxed,  the  burden  of 
taxation  thereon  should  be,  and  must  be,  as  heavy  as  that  which  is 
borne  by  a  farmer  or  by  an  owner  of  real  estate  and  personal  property 
on  the  regular  assessment  rolls.  The  idea  seems  to  be  that  if  the  tax 
is  levied  upon  the  gross  earnings,  it  must  result  in  the  imposition  upon 
a  railroad  or  other  public-service  corporation  of  a  burden  fairly  equal 
to  that  which  it  would  bear  if  fully  assessed  on  an  advalorem  basis 
as  any  other  property  might  be. 

In  view  of  the  strength  of  the  popular  feeling  that  taxes  should  be 
**  equal,"  and  of  the  obvious  and  essential  justice  of  such  a  demand,  it 
is  highly  important  to  discover  a  practical  method  for  determining 
whether  the  burden  of  a  tax  which  it  is  proposed  to  impose  upon  the 
gross  earnings  of  a  given  class  of  corporations  is  the  equivalent  or  not 
of  a  tax  which  might  be  levied  under  an  advalorem  plan.  Such  a 
method  has  been  devised  by  this  commission.  By  the  application  of  this 
method  we  can  ascertain  what  rate  of  tax  on  the  gross  earnings  is  the 
equivalent  of  a  given  tax-rate  on  the  property,  and  vice  versa.  This 
will  make  it  possible  to  compare  any  proposed  gross  earnings  tax  with 
an  assumed  *'  fair  "  rate  on  property. 

On  January  13,  1913  in  its  special  report  to  Governor 
Johnson  the  California  State  Board  of  Equalization  on  page  7 
said: 
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Inasmuch  as  questions  have  been  raised  as  to  the  adequacy  of  the 
present  state  revenues  to  meet  the  increasing  demands  upon  the  state 
treasury,  and  inasmuch  as  the  equity  of  the  rates  of  the  state  taxes 
depends  upon  whether  they  impose  a  burden  equal  to,  or  greater  or 
less  than,  the  average  taxes  levied  upon  property  not  taxed  for  state 
purposes,  it  becomes  the  duty  of  the  state  board  of  equalization,  under 
section  3692  of  the  Political  Code,  and  in  furtherance  of  its  powers 
under  other  statutory  provisions,  to  collect  and  report  such  data  as  may 
be  pertinent  to  a  determination  of  any  questions  of  equality  or 
equalization. 

The  board  has  therefore  pursued  an  investigation  along  two  lines: 
first,  it  has  endeavored  to  ascertain  the  proportion  of  the  local  taxes 
to  the  true  value  of  the  property  taxed  for  local  purposes  throughout 
the  state;  and,  second,  it  has  endeavored  to  ascertain  the  ratio  of  the 
state  taxes  levied  upon  the  public  utilities  to  the  value  of  the  property 
used  by  them. 

Before  separation  of  the  subjects  of  taxation  was  introduced 
there  was  equalization  of  values  between  the  counties.  With 
the  establishment  of  separation  the  work  of  equalization  was 
shifted  with  the  general  property  appearing  on  one  side  and 
the  public  utility  corporations  on  the  other. 

From  the  foregoing  quotations  it  appears  that  in  California 
the  desire  remained  to  equate  the  tax  burden.  In  some  states 
perhaps  there  may  be  a  different  feeling  as  to  the  requirements 
of  equity,  but  whatever  views  may  prevail  unless  the  question 
of  equity  is  evaded  or  ignored,  a  standard  must  be  set  up  for 
comparison. 

In  California,  whatever  the  theory  may  have  been  the  desire 
was  expressed  at  least  in  making  the  readjustments  of  the 
rates  on  gross  earnings  in  1913  and  1915  to  place  exactly  the 
same  burden  on  the  corporate  property  as  was  found  to  be 
borne  by  the  general  property  and  the  first  step  in  this  pro- 
cess of  equalization  was  to  find  the  full  value  of  the  classes  of 
property  compared.  The  second  step  presupposed  a  knowl- 
edge of  the  taxes  paid. 

From  what  has  been  said  it  must  be  obvious  that  public 
utility  corporations  are  vitally  interested  in  the  effect  of 
separation  on  equalization.  Their  concern  naturally  runs  to 
the  answer  to  the  question,  Does  separation  improve  the  pro- 
cess of  equalization?  Does  it  lead  to  a  more  complete  in- 
ventory of  the  wealth  of  the  state  ? 
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Corporations  pretty  generally  feel  that  they  are  the  first 
object  struck  by  a  reform  wave.  Their  property  is  placed  in 
the  hands  of  experts  for  valuation  with  the  result  that  the 
work  is  thoroughly  done. 

In  1912  a  comparison  was  made  by  the  California  State 
Board  of  Equalization  of  the  gross  earnings  taxes  on  corpor- 
ations and  the  average  rate  of  taxation  paid  by  property 
owners  whose  property  is  locally  assessed.  In  making  the 
valuation  of  the  public  service  corporations  the  stock  and 
bond  method  was  largely  relied  on.  Of  this  method  it  is 
said  on  page  18  of  the  report  that : 

The  strength  and  weakness  of  this  method  are  set  forth  in  full  below, 
as  are  also  the  difficulties  encountered  in  applying  it.  It  must  be 
admitted  that  this  method  will  generally  give  the  highest  value  that 
can  be  arrived  at  by  any  approved  method  of  valuation.  The  result 
by  this  method  undoubtedly  includes  some  elements  of  value  not 
included  in,  and  hence  not  comparable  with,  the  appraised  values  of 
property  locally  taxed  as  set  forth  in  the  first  part  of  this  report, 
and  your  attention  is  respectfully  directed  to  these  objeetions  to  the 
method. 

In  spite  of  its  admitted  weaknesses,  however,  this  method  of  valuation 
is  practically  the  only  one  available  that  is  based  on  concrete  facts  and 
is  practically  free  from  assumption,  hypotheses,  and  theories. 

"With  proper  allowance  for  the  non-comparable  elements  of  value 
included  it  can  be  used  to  check  the  more  theoretical  results  above 
set  forth. 

On  page  9  of  its  report  the  board  described  how  the  fuU 
cash  value  of  the  property  taxed  for  local  purposes  was 
obtained.  The  statement  in  the  language  of  the  report  is 
as  follows : 

The  board  used  the  following  means  of  obtaining  the  information 
concerning  the  true  value  of  property:  first  and  most  important,  it 
instituted  the  making  of  direct  appraisements  in  thirty  of  the  fifty- 
eight  counties  of  the  state,  somewhat  after  the  plan  followed  in  1909 
when  appraisements  were  made  for  purposes  of  equalization;  second, 
in  addition  to  this  the  board  had: 

(a)  Information  concerning  the  sales  and  appraisements  of  property 
made  by  the  courts  in  probate  proceedings. 

(b)  The  appraisements  made  under  the  direction  of  the  courts  and 
by  appraisers  selected  by  the  state  controller  for  the  purpose  of  fixing 
the  state  inheritance  tax. 
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(c)  The  appraisements  of  property  which  had  been  made  in  many  of 
the  counties  for  the  state  insurance  commissioner  of  the  property  upon 
which  the  insurance  companies  wished  to  make  loans. 

(d)  The  information  upon  relative  values  and  the  many  points  in- 
volved accumulated  by  the  board  in  its  past  work  of  equalizing  and 
assessing   taxes   on   property. 

You  have  just  heard  that  the  direct  appraisements  instituted 
by  the  board  were  the  most  important  guide  to  the  board  in 
reaching  its  conclusions  regarding  the  true  value  of  the  prop- 
erty taxed  for  local  purposes.  As  a  general  rule  the  ap- 
praisers were  residents  of  the  county  in  which  they  worked. 
They  probably  all  knew  the  purpose  for  which  their  valuations 
were  being  made  and  consequently  in  all  likelihood  their  valua- 
tions were  conservative.  The  operation  just  described  by 
which  the  local  property  was  appraised  looks  very  much  like 
self-assessment.  It  should  go  without  saying  that  the  judge 
and  the  judged  should  not  be  the  same. 

In  concluding  this  topic  I  think  it  can  be  said  that  the 
method  of  valuing  the  property  subject  to  local  taxation  re- 
sulted in  a  conservative  valuation  while  the  method  employed 
in  the  appraisal  of  the  property  of  the  public  service  corpor- 
ations admittedly  led  to  the  highest  valuation  that  could  be 
reached  by  any  approved  method  of  appraisal. 

Here  in  California,  as  has  already  been  explained  in  some 
detail,  the  readjustments  of  the  rates  on  the  gross  earnings 
of  the  "public  service  corporations  have  been  made  on  the 
theory  that  such  corporations  should  be  made  to  bear  the 
same  burden  of  taxation  on  the  full  value  of  their  property 
as  was  found  to  obtain  in  the  case  of  the  property  taxed  for 
local  purposes.  Public  service  corporations  have  therefore 
a  vital  interest  in  the  complete  assessment  at  full  value  of 
aU  property  taxed  for  local  purposes  as  omission  of  property 
and  underassessment  result  in  higher  rates. 

Complete  assessment  of  the  general  property  signifies  much 
more  than  the  proper  assessment  of  lands  and  town  lots. 
These  items,  aside  from  the  large  land  holdings,  have  been 
the  least  open  to  criticism.  As  their  property  has  been  set 
over  against  the  general  property,  public  service  corporations 
are  naturally  interested  in  what  has  been  done  to  bring  about 
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the  proper  assessment  of  goods,  wares  and  merchandise  and 
other  forms  of  personal  property,  of  manufacturing  establish- 
ments and  of  mines  and  mining  property,  and  of  the  large 
land  holdings.  The  mineral  wealth  of  California  is  very 
large,  and  if  the  experience  of  other  states  is  any  guide,  in- 
vestigation would  probably  have  shown  that  it  was  strikingly 
underassessed. 

According  to  my  view  separation  of  the  sources  of  tax- 
ation did  not  remove  the  necessity  for  equalization.  It  shifted 
it  and  instead  of  county  now  being  set  against  county  we 
find  the  property  taxed  for  state  purposes  set  over  against 
the  property  taxed  for  local  purposes.  And  instead  of  the 
regular  recurring  annual  equalization  we  have  had  more  or 
less  hurried  attempts  to  equate  forced  by  the  exigencies  of 
the  state  treasury. 

Steps  should  have  been  taken  and  not  having  been  taken 
should  now  be  taken  to  complete  the  inventory  of  the  state's 
wealth.  In  the  old  days  equalization  was  not  considered  very 
seriously.  It  was  but  a  day's,  and  sometimes  but  an  evening's 
job  for  an  ex-officio  state  board.  At  present,  in  the  states 
where  most  progress  has  been  made  in  tax  reform,  equalization 
has  been  almost  entirely  superseded  by  the  original  assess- 
ment of  all  property  at  full  value  under  the  guidance  of  a 
competent  central  authority  with  power,  if  need  be,  to  direct 
the  local  assessor.  In  these  states  we  find  a  continued  and 
sustained  effort  to  find  and  place  all  property  on  the  assess- 
ment rolls  at  full  value  by  experienced  men  freed  from  local 
influences  with  positions  of  dignity  in  the  State  Capitol  who 
devote  all  their  energies  to  this  task  from  the  beginning  to 
the  end  of  the  year  and  one  year  after  another.  Here  we 
have  a  continued  perfecting  process  although  the  result 
never  reaches  perfection. 


DISCUSSION— SEPARATION  OF  STATE  AND  LOCAL 
REVENUES 

Mr.  Raymond  Benjamin,  of  California :  Mr.  Chairman  and 
Gentlemen.  There  are  unquestionably  many  honest  differ- 
ences of  opinion  that  may  be  entertained  by  thoughtful  men 
as  to  the  advisability  or  as  to  the  workability  or  as  to  the 
ultimate  results  that  are  accomplished  or  as  to  the  feuds  that 
lie  behind,  complete  separation  of  state  and  local  taxation. 
But  one  thing  is  unquestionably  apparent,  I  think,  to  all 
of  you  by  reason  of  the  facts  and  figures  that  have  been 
presented;  and  that  is  that  complete  separation  exists  in 
California  today  in  a  form  which  does  not  exist  in  any  other 
state  of  the  union,  and  that  in  its  present  form  it  apparently 
is  subject  to  criticism  both  from  the  standpoint  of  the  gov- 
ernment and  from  the  standpoint  of  those  who  are  paying 
the  tax.  This  fact  may  be  true  of  any  system  of  taxation,  and 
hence  is  not  of  material  bearing  unless  the  inequity  of  the 
situation  is  so  apparent  that  it  becomes  a  burden  to  those  who 
are  obliged  to  furnish  the  money  with  which  the  government 
is  sustained. 

Complete  separation  of  taxation — and  this  is  a  theory  which 
I  have  mentioned  at  times  to  some  of  my  confreres,  and  which 
is  pertinent  by  reason  of  a  remark  in  Mr.  Tunell's  paper — 
complete  separation  of  the  sources  of  taxation  means  but  one 
thing  ultimately.  It  results  practically  in  the  division  of 
a  state  or  of  the  property,  rather,  of  a  state  into  two  classes. 
It  means  that  the  property  that  is  taxed  solely  for  state  re- 
venue may  be  taxed  uniformly  and  irrespective  of  what  tax 
may  be  levied  upon  any  other  character  of  property  in  the 
state.  It  means  that  there  is  no  reason  in  law,  I  do  not  say 
in  equity,  why  there  should  be  a  comparison  of  the  burden 
between  that  particular  property  which  is  set  aside  for  the 
imposition  of  one  tax  for  one  purpose  and  for  one  govern- 
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ment  with  the  tax  burden  that  is  imposed  upon  other  prop- 
erty for  another  purpose  and  for  another  government.  It 
means  that  there  is  no  reason  for  following  the  theory  that  the 
tax  commission  of  California  has  endeavored  to  follow  for 
some  years,  of  attempting  to  adjust  the  rates  that  are  levied 
upon  public  service  corporations  and  those  other  properties 
that  are  segregated  for  state  purposes,  in  accordance  with 
the  burden  that  is  borne  or  reflected  through  the  rates  im- 
posed upon  the  farmer  for  the  purpose  of  sustaining  county 
government.  Uniformity,  to  quote  something  with  which  I 
am  sure  you  are  all  familiar,  means  uniformity  of  taxation 
upon  a  class  of  property  so  far  as  that  property  is  concerned 
in  the  taxation  and  the  raising  of  revenue  for  the  government 
to  which  it  contributes.  Complete  separation  and  the  with- 
drawing of  properties  for  the  purpose  of  assessing  one  tax 
means  the  increasing  of  taxes  upon  that  character  of  property 
as  the  expenses  of  the  state  grow;  but  that  is  not  going  to 
produce  inequity  if  the  revenues  of  those  properties  that  are 
so  withdrawn  increase  from  year  to  year  to  such  an  extent 
that  the  underlying  values  of  those  properties  increase  as  the 
state  values  increase  and  as  business  increases. 

The  principal  difficulty  that  we  have  found,  if  it  may  be 
called  a  difficulty,  with  our  present  system  is  the  fact  that  it  is 
written  into  the  constitution  of  the  state  and  is  therefore, 
you  might  say,  a  form  of  taxation  in  a  straightjacket.  The 
constitution  of  the  state  prescribes  exactly  what  properties 
shall  contribute  the  revenues  for  the  state  government.  It  is 
written  into  the  constitution  of  the  state  that  only  those  prop- 
erties that  constitute  operative  properties,  for  instance  of 
public  service  corporations,  are  to  be  considered  as  the  prop- 
erties producing  the  operating  revenues.  Twice,  we  run 
across  the  term  ' '  operation  ' ' ;  first,  the  gross  receipts  from 
operation  and,  second,  the  properties  in  operation.  Those 
two  terms  are  somewhat  vague,  and  necessarily  require  a  con- 
siderable degree  of  study,  first  to  ascertain  what  is  an  operat- 
ing revenue  and,  second,  what  is  an  operative  property;  be- 
cause in  the  one  instance  you  ascertain  a  revenue  which  is 
taxable  and  in  the  other  instance  you  ascertain  a  property 
which  is  not  locally  taxable,  and  both  are  equally  essential. 
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It  does  seem  to  me  that  if  a  state  is  to  have  separation  or 
segregation,  that  if  a  state  is  to  set  aside  certain  properties 
for  the  purpose  of  sustaining  the  revenues  of  the  state  alone, 
it  should  have  the  opportunity  from  time  to  time  of  separating 
from  the  balance  of  the  properties  of  the  state  either  more  or 
less,  as  occasion  might  demand,  and  as  equity  might  decree, 
for  the  purpose  of  distributing  the  burden.  And  in  the  second 
instance,  it  would  seem  to  me  that  the  state  should  be  in 
position,  when  it  ascertained  the  amount  of  revenue  that  it  was 
necessarily  obliged  to  raise  for  any  one  or  two  given  years, 
not  to  impose  a  fixed  and  rigid  percentage,  ascertained  by  such 
means  as  are  available  to  a  legislature,  upon  the  gross  receipts 
of  all  the  corporations  concerned,  but  that  a  combination  of 
the  old  method  and  the  new  might  be  adopted  as  one  more 
equitable,  more  fair  and  unquestionably  resulting  in  a  better 
distribution  of  the  burden.  Formerly  for  instance,  the  legis- 
lature of  California  merely  enacted  a  section  of  its  political 
code,  directing  the  state  board  of  equalization  to  raise  by 
taxation  a  given  sum  of  money.  As  a  result  of  that  direction 
the  state  board  of  equalization,  after  having  assessed  those 
properties  which  it  was  obliged  to  assess  as  a  central  govern- 
ment, applied  a  rate  to  all  of  the  properties  of  the  state  in- 
cluding those  which  it  had  assessed  itself.  Then  the  given 
sum  of  money  was  raised  and  the  burden  was  distributed. 
Now  we  are  obliged  every  two  years  by  reason  of  our  present 
system  not  only  to  ascertain  the  amount  of  money  that  is 
necessary  for  the  state  government,  but  to  apply  a  given  and 
fixed  rate  to  the  gross  receipts  of  a  certain  class  of  corpora- 
tions, irrespective  of  the  value  of  the  underlying  properties 
of  any  of  those  corporations  except  as  in  the  aggregate. 

Of  course  you  will  all  appreciate,  gentlemen,  the  fact  that 
I  must  be  particularly  general  in  my  remarks,  because  certain 
litigation  is  pending  which  involves  this  system.  But  I  will 
cite  an  instance.  I  have  in  mind  two  companies  engaged  in  a 
similar  business  in  this  state.  To  the  gross  receipts  of  both 
companies  the  same  rate  is  applied,  the  theory  being  that  the 
gross  receipts  will  reflect  the  value  of  the  underlying  proper- 
ties that  produce  those  gross  receipts.  That  is  stating  it  in 
general  terms.     The  fact  of  the  matter  is  that  one  company, 
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which  has  the  smaller  amount  of  gross  receipts  has  the  larger 
amount  of  property,  and  yet  it  pays  less  in  taxes  than  the 
one  which  has  the  smaller  amount  of  property  but  has  by 
reason  of  its  established  condition  and  long  business  the  larger 
amount  of  gross  receipts.  Now  there  is  a  situation  which 
does  not  work  to  equity.  If  therefore  a  combination  of  the 
old  method  in  connection  with  the  new  could  be  devised,  and 
there  was  given  a  certain  sum  of  money  to  be  raised,  and  the 
discretion  so  far  as  the  application  of  a  rate  were  left  to  the 
taxing  body,  so  that  it  might  be  applied  as  a  rate  to  one 
upon  its  gross  receipts  for  the  purpose  of  reflecting  the  value 
of  the  underlying  properties,  including  franchises,  and  the 
definite  earning  power,  and  factors  of  that  character  which 
go  to  make  up  the  unit  of  value  of  that  particular  corpora- 
tion, while  a  different  and  other  rate  were  if  necessary  applied 
to  another  piece  of  property,  you  might  have  an  equitable 
system  so  far  as  that  character  of  property  is  concerned. 
But  so  long  as  you  are  obliged  to  apply  the  rate  fixed  and 
determined  by  an  assessing  body  consisting  of  a  legislature 
which  does  not,  irrespective  of  how  earnestly  it  may  desire, 
have  the  full  opportunity  of  ascertaining  the  value  of  all 
properties  concerned,  you  must  necessarily  have  inequalities 
that  can  never  be  equalized ;  and  therefore  Mr.  Tunell  's  hope 
could  never  be  realized. 

The  results  in  California  have  been  mentioned.  One  result 
has  unquestionably  been  a  fair  satisfaction,  so  far  as  I  know, 
with  the  separation  of  state  and  local  sources.  I  think  per- 
haps that  satisfaction  is  evidenced  by  the  fact  that  insofar  as 
the  state  has  been  concerned  in  litigation  over  the  present 
system  of  taxation,  we  have  not  had  more  than  a  dozen  causes 
of  action  instituted  by  those  who  are  in  the  class  of  public 
service  corporations.  We  have  had  only  two  corporations  that 
have  brought  actions  contesting  the  entire  theory  of  the  tax 
and  we  have  had  a  few  other  actions  in  which  they  contested 
the  application  of  the  percentage  to  certain  specific  items  of 
gross  receipts.  As  a  matter  of  fact,  out  of  many  millions  that 
have  been  contributed  to  the  state  government  through  this 
method  of  taxation,  I  do  not  believe  that  there  has  been  to 
exceed  $100,000  contested  as  to  the  illegality  or  the  inequality 
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of  the  imposition.  It  is  a  fair  commentary  upon  the  system 
as  a  whole,  which  may  have  its  inequalities,  always  subject 
to  remedy. 

Mr.  George  G.  Tunell:  I  do  not  like  to  be  regarded  as  a 
visionary  in  tax  matters.  I  do  not  look  for  any  speedy  reali- 
zation of  absolute  justice  in  taxation;  but  in  tax  matters  as 
in  some  other  matters  there  are  various  stages.  I  believe  that 
there  are  stages  of  purgatory.  We  are  in  some  states  in  the 
lower  stage,  and  in  some  other  states  we  have  gone  up  a  little 
bit.  And  I  am  hopeful  of  moving  up  a  stage  or  two,  at  least, 
in  California. 

Mr.  Adam  Shortt,  of  Ottawa :  There  are  one  or  two  points 
upon  which  I  would  like  to  comment  as  coming  from  a  region 
in  which  the  constitutional  aspect  of  these  matters  is  of  a 
somewhat  different  kind  than  in  most  states  of  the  Ameri- 
can Union.  I  was  particularly  interested  this  evening  in  the 
discussion  on  the  budget.  Many  of  the  difficulties  arising  in 
connection  with  the  budget  in  the  states  of  the  American 
Union,  give  rise  to  comparatively  simple  problems  in  our 
Canadian  provinces  and  dominion.  I  have  also  been  struck 
with  the  fact  that  there  are  difficulties  incidental  to  our  sys- 
tem which  you  very  largely  escape.  As  to  the  first,  you  have 
the  difficulty  of  equalizing  the  concurrent  powers  of  a  governor 
and  legislature,  these  powers  being  equally  and  independently 
derived  from  the  same  public.  The  powers  of  the  governor 
therefore,  and  naturally,  do  rest  on  exactly  the  same  basis  as 
the  powers  of  the  legislature.  If,  therefore,  the  governor 
gradually  acquires  greater  power  over  the  determination  of 
taxation,  and  especially  the  administration  and  distribution 
of  it  than  he  formerly  had,  it  can  only  be  at  the  expense  con- 
stitutionally of  the  legislature ;  and  I  gather  from  some  of  the 
remarks  that  have  been  made  this  evening  that  such  is  the 
case.  In  the  Canadian  provinces  we  have  no  such  opposing 
powers  derived  from  the  same  body.  We  have  no  governor 
who  derives  his  power  from  the  popular  vote  and  who  can 
set  that  power  over  against  the  body  known  as  the  legislature, 
also  deriving  its  power  from  the  public.     The  governor  with 
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US  has  a  very  limited  power.  The  legislature  has  all  the  power, 
but  in  that  legislature  the  body  corresponding  to  your  gov- 
ernor is  the  cabinet  with  the  premier  of  the  province  at  its 
head.  The  premier  of  the  province  and  his  cabinet  are  part 
and  parcel  of  the  legislature,  and  yet  the  institution  has  de- 
veloped in  such  a  way  that  none  of  the  ordinary  members  of 
the  legislature  can  bring  in  bills  disposing  of  the  public 
revenue,  that  is,  money  bills.  They  are  also  very  severely 
restricted  and  that  restriction  is  steadily  growing  in  bringing 
in  bills  on  any  other  subject. 

Now  you  may  say,  how  is  it  then  that  in  the  legislative 
bodies  the  ordinary  member  can  have  a  say  as  against  the 
premier  and  his  cabinet — and  the  premier  theoretically  selects 
the  cabinet  and  can  possibly  depose  any  member  of  it  and 
put  another  man  in  his  place.  Well,  I  bring  these  points 
forward  not  so  much  with  a  view  of  contrasting  the  situation 
as  intending  to  show  that  your  system  and  ours  are  actually 
traveling  towards  the  same  ends,  the  same  ultimate  standards, 
but  by  totally  different  routes  and  with  different  difficulties 
in  the  method  of  passage.  Our  cabinet  has  to  hear  and  be 
impressed  by  the  claims  of  the  various  members  of  the  legis- 
lature who  bring  up  bills,  suggest  bills,  urge  bills,  upon  that 
cabinet  during  the  time  that  the  cabinet  and  the  legislature 
are  not  sitting — that  is,  at  any  time — and  it  is  a  question  of 
what  pressure  they  can  bring  to  bear  upon  the  cabinet  as  to 
whether  the  cabinet  will  or  will  not  accept  the  proposed  meas- 
ures, whether  they  be  measures  of  pure  legislation  or  measures 
involving  expenditure.  In  addition,  the  consequence  is  that 
compromise  changes,  I  gather  from  your  system,  are  necessary 
in  the  forming  of  a  budget.  The  compromise  between  the 
governor  and  the  legislature  is  worked  out  in  the  Canadian 
system  at  irregular  intervals  and  not  by  specific  processes  of 
two  independent  legislative  bodies,  possibly  coming  into  con- 
flict. There  may  be  just  as  much  conflict  in  our  system  as 
in  yours,  but  it  is  not  obvious  what  course  it  may  follow.  It 
may  result  in  what  is  known  as  a  political  crisis,  tending  to 
one  of  two  things,  either  the  recasting  of  the  cabinet  or  an 
overthrowing  of  that  party, — that  is  the  party  represented 
by  the  cabinet — and  the  handing  of  the  power  over  to  an- 
other party  and  another  cabinet. 
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One  advantage  which  I  think  our  system  has  is  this:  it  is 
continuously  flexible.  We  do  not  require  and  do  not  as  a 
matter  of  fact  put  any  of  these  things  into  our  constitution. 
These  are  worked  out  by  the  legislature  itself  and  may  be  dealt 
with  in  a  perfectly  flexible  way  by  that  legislature  and  its 
cabinet,  that  is,  its  committee  of  government;  or  hy  a  change 
of  administration,  change  of  party  rather  than  a  change  in  the 
constitution ;  or  in  a  direct  conflict  between  one  authoritative 
body,  the  governor,  and  another,  the  legislature.  But  you 
have  an  advantage  in  that  pressure  is  not  and  cannot  be  so 
steady  nor  perhaps  so  subtle  on  either  body  as  it  constantly 
must  be  with  us;  so  that  we  suffer  from  the  possibility  of 
members  of  the  legislature  bringing  to  bear  on  the  cabinet 
ministers  pressure  which  your  governor  can  defy  and  which, 
looked  at  from  the  other  point  of  view,  your  legislature  can 
defy  as  against  the  governor.  Hence  the  possibility  of  crises 
and  deadlocks,  which  you  try  to  control  by  embodying  certain 
specific  provisions  in  the  constitution.  But  all  these  things 
are  peculiarities  of  human  nature  working  upward ;  and  what 
I  think  it  comes  to  is  this,  that  it  is  a  higher  and  more  reason- 
able standard  of  human  nature  that  we  are  working  towards 
in  both  countries,  so  that  there  shall  be  greater  harmony  be- 
tween your  governors  and  your  legislature,  accomplished 
through  more  prominent  and  more  thoroughly  trained  offi- 
cials, commissions  and  taxing  bodies  participating  in  budget 
procedure,  and  a  more  thoroughgoing  and  intelligent  resist- 
ance to  individual  pressure  in  our  system,  through  a  better 
understanding,  on  the  part  of  the  cabinet  and  the  legislature 
and  the  country,  of  the  problems  of  state. 

Passing  to  the  question  of  separation  of  sources  of  revenue, 
I  am  interested  in  observing  that  many  of  you  regard  separa- 
tion as  a  departure  from  a  condition  in  which  your  state  and 
your  municipality  were  normally  united  and  judged  in  their 
equity  on  one  and  the  same  basis.  The  last  speaker  has  to 
my  mind  cleared  that  up  very  substantially  in  indicating  that 
the  real  situation  is  one  in  which  you  set  apart  a  source  of 
revenue  for  state  purposes  and  a  source  of  revenue  for  local 
purposes,  and  of  course  another  source  of  revenue  for  federal 
purposes;  and  that  it  is  not  a  reasonable  question  to  ask 
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whether  the  amount  taken  in  one  ease,  that  is,  for  state  pur- 
poses, bears  the  same  relation  exactly  to  the  property  as  that 
taken  either  for  federal  purposes  or  for  municipal  purposes. 
The  real  attitude  is  this,  that  all  the  taxes  come  out  of  the 
people.  We  in  Canada  have  that  separation  system  normally 
and  it  is  only  by  a  developing  process  that  we  shall  get  it 
back  to  combination.  In  other  words,  we  recognize  that  the 
same  people  pay  the  revenue  of  customs  and  inland  revenue 
on  the  goods  consumed,  and  we  recognize  that  the  same  people 
pay  the  corporation  taxes  and  the  taxes  on  real  estate.  We 
also  recognize,  however,  that  what  was  formerly  a  purely 
municipal  matter — that  is  the  income  tax — gradually  expands 
with  our  modern  economic  system,  and  becomes  a  concern  of 
the  whole  state,  or  of  the  whole  country,  or  maybe  of  the 
whole  world ;  and  therefore  that  to  levy  income  -tax  for  purely 
local  purposes  is  no  longer  a  reasonable  system.  It  should  be 
placed  on  a  wider  basis  and  made,  for  instance,  a  state  tax, 
or  possibly  a  federal  tax.  At  any  rate,  all  the  advantages 
claimed  for  separation  we  have  and  cherish  in  our  country. 
My  friend,  the  Honorable  Mr.  McGarry,  who  has  come  down 
for  the  first  time  will  understand  several  of  these  points 
better  than  I  do,  or  any  of  us  do,  and  I  think  he  will  realize 
that  the  situation  is  one  in  which  there  is  opportunity  for 
very  great  improvement,  both  with  us  and  yourselves;  and 
the  discussion  here  this  evening  tends  to  show  that  there  is 
a  common  movement  in  the  long  run  recognizing  that  taxation 
must  keep  pace  with  the  development  of  economic  conditions. 
I  merely  throw  out  the  suggestion. 

Mr.  R.  Adams,  of  Nevada:  Since  the  separation  of  state 
and  local  revenues  in  California,  has  there  been  a  tendency 
through  legislative  action  to  transfer  some  functions  from 
the  local  community  to  the  state,  such  as  in  the  maintenance 
of  schools  through  a  larger  state  tax  apportioned  back  to 
the  local  schools,  or  through  state  assistance  in  the  main- 
tenance of  roads,  or  through  a  more  complete  care  of  public 
charges  at  state  expense,  so  that  there  would  be  a  shifting 
of  the  tax  from  the  common  voters  to  the  corporation  ? 
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Prof.  Carl  C.  Plehn  :  I  think  that  question  is  susceptible 
of  a  brief  answer.  In  the  organization  of  public  functions 
between  the  state  on  the  one  hand  and  the  various  local 
bodies  and  municipalities  on  the  other  hand,  there  has  been  a 
steady  trend  towards  the  increase  of  state  activities  and  the 
assumption  by  the  state  of  greater  responsibility  for  things 
heretofore  done  by  the  localities.  I  think  it  is  absolutely 
apart  from  the  existing  separation  of  state  and  local  taxation. 
The  principal  thing  has  been  the  state's  activity  in  the  control 
of  highways.  The  movement  for  the  voting  of  bonds  for  the 
state  highway  system — which  I  hope  you  will  all  have  a 
chance  to  inspect  because  we  have  a  good  highway  system — 
began  while  the  old  system  of  taxation  was  still  in  force,  and 
the  vote  of  bonds  was  made  without  any  reference,  so  far  as 
I  am  able  to  trace,  to  the  change  in  the  tax  system.  And  I 
do  not  believe  that  the  change  in  the  methods  of  the  control 
of  our  public  charities,  of  which  the  mothers'  pension  bill 
is  the  most  conspicuous  example,  was  other  than  a  part  of  the 
old  development  and  was  not  influenced  by  the  change  in  the 
tax  system.  All  of  that  has  gone  on  -^^thout  the  slightest 
reference  so  far  as  I  have  been  able  to  trace  to  the  change  in 
the  tax  system.  Another  thing  that  has  increased  our  state 
expenditures,  has  been  the  adoption  of  the  free  textbook  sys- 
tem. Free  textbooks  were  always  furnished  to  those  pupils 
whose  parents  were  too  poor  to  obtain  them,  but  now  the  state 
is  furnishing  free  textbooks  to  aU  the  children.  The  people 
voted  that  without  the  slightest  reference  to  the  change  in  the 
tax  system.  It  may  be  that  here  or  there  that  question  came 
up  about  the  same  time  or  a  little  later  than  the  change  in  the 
tax  system;  but — I  may  be  mistaken — I  cannot  see  that  the 
general  expansion  of  state  activities  is  in  any  way  traceable 
to  the  change  in  the  tax  system.  The  sole  exception  that  it 
seems  to  me  might  be  mentioned  is  the  recent  voting  of  a 
relatively  small  issue  of  bonds  for  some  new  university  build- 
ings, and  I  think  that  was  distinctly  based  upon  a  very  mis- 
taken method  of  campaign  on  the  part  of  its  advocates.  That 
is  the  only  notable  expansion  of  state  expenditures  that  seems 
to  my  mind  to  have  been  based  on  separation  of  state  and 
local  taxation. 
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Prof.  T.  S.  Adams  :  I  would  like  to  ask  a  question.  I  have 
been  exceedingly  interested  in  the  statements  of  Mr.  Benjamin 
and  Professor  Shortt  to  the  effect  that  there  is  no  logical 
reason  why  we  should  seek  to  maintain  an  equality  between 
the  taxation  of  those  persons  and  property  reserved  for  state 
taxation  and  those  reserved  for  the  support  of  local  govern- 
ment. The  ordinary  defense  of  classification  has  been  that 
by  using  different  forms  and  different  methods  of  taxation, 
we  had  a  greater  chance  of  securing  real  equality  of  burden. 
That  is  to  say:  a  large  majority  of  persons  in  the  United 
States  have  heretofore  agreed  that  we  should  seek  a  genuine 
equality,  that  we  should  not  abandon  all  effort  to  equate  in 
reality  the  burden  upon  different  classes  of  property  or  per- 
sons. If  we  do  abandon  that,  where  shall  we  end?  I  am 
deeply  interested  in  keeping  clear  and  distinct  the  proper 
goal  or  ideal  in  this  connection.  To  what  should  we  strive? 
Shall  we  simply  abandon  all  effort  to  get  equality  of  burden 
— I  mean  genuine  equality  of  burden  and  not  mere  formal 
equality  of  burden?  Who  can  say  that  these  classes  occupy 
different  positions?  The  steam  railroad  gets  the  support 
or  derives  a  real  benefit  from  local  government,  and  the  farmer 
derives  a  very  real  benefit  from  state  government.  Is  there 
no  real  reason  why  the  relative  burden  upon  one  for  the 
support  of  these  agencies  of  government  should  not  be  three 
or  four  times  as  great  as  the  other?  And  are  we  to  say  that 
any  attempt  to  keep  them  hitched  up  is  illogical  and  irre- 
levant? I  am  not  making  an  argument.  I  am  seriously  ask- 
ing the  question :  does  segregation  propose  the  abandonment 
of  the  attempt  to  preserve  a  genuine,  fundamental,  equality? 

Mr.  Adam  Shortt:  I  would  say  offhand,  not  necessarily 
suggest  a  change  but  readjustment  that  would  abandon  the 
old  and  obtain  the  new ;  but  of  course  that  is  a  large  question. 

Prof.  Carl  C.  Plehn:  You  might  put  against  that  the 
counter  question  as  to  wliether  it  is  necessary  that  taxes  on 
property  in  New  York  Citj^  should  be  the  same  as  in  Buffalo. 
Of  course  that  is  modified  somewhat  by  the  question  of  bene- 
fits; but  barring  extremes  such  as  four  times  against  one. 
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and  making  it  a  question  of  one  and  one-half  times,  or  one 
and  one-quarter  times — is  there  really  any  absolute  necessity 
for  exact  equality  ?  "While  that  has  been  the  ideal  of  our 
American  methods  of  testing  uniformity,  is  there  after  all 
any  necessity  for  a  uniformity  extending  down  to  the  last 
fraction  of  a  cent,  down  to  the  last  fraction  of  one  per  cent? 
Of  course  when  it  comes  to  an  extreme  like  four-fold  against 
one-fold,  surely  something  might  be  wrong. 

A  point  further:  while  segregation  presents  its  difficulties 
in  equity  to  ordinary  people;  and  while  we  employ  very 
readily  the  test  of  the  old  property  tax,  which  we  say  is  a 
bad  tax  and  then  compare  other  systems  with  it — in  other 
words  testing  the  new  by  the  condemned  old  and  then  if  it 
does  not  rank  up  to  the  standard  of  the  condemned  old,  con- 
demning it  too — ;  if  it  were  a  matter  of  real  separation, 
where  we  had  an  entirely  different  system  of  taxation  such  as 
income  taxation  on  one  hand  as  against  property  taxation 
on  the  other  hand,  Mr.  Adams'  question  could  not  be  raised 
at  all.  We  could  not  equate  the  income  tax  with  a  property 
tax.  It  is  only  the  partial  step  which  involves  merely  segre- 
gation of  property,  segregation  of  taxpayers,  that  leaves  this 
question  open.  The  question  of  equating  the  customs  tax 
with  the  property  tax  has  never  once  arisen.  Segregation 
is  only  a  partial  measure — not  a  complete  measure — of  separa- 
tion. Bring  it  down  to  ordinary  limits,  not  extremes  like  four- 
fold, but  say  to  limits  of  1.20  against  1.25  and  the  question 
of  equating  then  is  of  really  little  importance. 

Me.  Eaymond  Benjamin:  With  respect  to  Professor 
Adams'  statement,  I  may  have  not  expressed  myself  as  clearly 
as  I  intended  upon  that  particular  phase  of  the  situation.  I 
think  my  statement  was  that  although  it  might  not  be  de- 
fensible morally,  it  was  still  a  defensible  situation  legally  to 
consider  the  separation  of  properties  resulting  in  this  effect; 
that  those  properties  set  aside  for  the  specific  purpose  of 
furnishing  revenue  for  the  sustenance  of  one  form  of  govern- 
ment need  have  no  relative  comparison  with  the  rates  imposed 
upon  other  properties  for  the  purpose  of  raising  revenue  to 
support  a  different  government.     In  other  words,  separating 
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certain  classes  and  characters  of  property  and  setting  them 
aside  for  the  purpose  of  imposing  a  rate  thereon  to  pay  the 
expenses  of  a  state  government  and  not  imposing  any  rates 
of  any  kind  or  character  upon  any  other  class  of  property 
that  exists  within  the  state,  is  practically  the  same  as  though 
you  had  to  consider  the  question  of  taxation  in  two  states. 
There  is  no  more  reason  why  the  property  in  the  state  of 
California  should  be  equalized  on  the  basis  of  the  rates  and 
taxes  in  the  state  of  Nevada,  than  the  rates  upon  property  set 
aside  for  the  purpose  of  furnishing  the  state  revenue  of  Cali- 
fornia should  be  compared  with  the  rates  imposed  upon  farm- 
ing land  which  is  set  aside  exclusively  to  furnish  revenue  for 
a  county  government.  The  old  system,  whose  basic  idea  was 
that  each  man  should  pay  his  burden  of  tax  for  the  reason 
that  he  and  all  others  received  the  same  kind  of  benefit  from 
the  division  of  government  to  which  he  paid  the  tax,  is  at 
least  somewhat  dissipated  when  the  county  farmer  pays  noth- 
ing toward  the  state  government  and  the  railroad  pays  noth- 
ing to  the  county  government;  and  yet  the  railroad  receives 
the  benefit  of  the  county  government's  protection,  and  the 
country  farmer  receives  the  benefit  of  the  state  protection. 
You  have  actually  cut  the  properties  in  half,  and  therefore 
there  is  legally  no  comparative  basis  between  the  two.  I  do 
not  say  that  it  should  be  so  morally. 

Mr.  Charles  V.  Galloway,  of  Oregon :  I  do  not  think  that 
it  is  a  reasonable  comparison  to  compare  the  tax  on  one  class 
of  property  in  one  state  with  a  tax  on  the  same  class  of 
property  or  different  classes  of  property  in  another  state. 
There  is  in  such  comparisons  nowhere  near  the  reason  or  the 
argument  for  equality  that  there  is  for  approximate  equality, 
at  least,  between  different  classes  of  property  in  the  same  state. 
Eegardless  of  theories  or  the  legality  of  the  proceeding,  the 
people  of  no  state  in  the  union  will  ever  justify  an  utter  dis- 
regard of  what  they  believe  to  be  equality  in  taxation.  I 
believe  firmly  in  the  principle  of  classification.  That  aims  at 
substantial  equality  through  a  variation  of  methods.  But  to 
say  that  you  could  tax  one  class  of  property  arbitrarily  twice 
as  high  as  another  class  of  property  in  the  same  state  is 
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adopting  a  system  which  I  believe  the  people  of  no  state  will 
ever  approve  for  any  great  length  of  time.  When  we  talk 
about  equality  we  are  talking  about  rather  a  nebulous  sub- 
ject. What  is  to  be  the  standard  of  equality  ?  Is  it  going  to 
be  the  old  standard  of  the  general  property  tax;  is  income 
to  be  the  standard;  is  privilege  enjoyed  to  be  the  standard; 
or  is  the  standard  to  be  derived  from  a  combination  of  various 
elements?  Before  we  attempt  to  equalize,  we  have  got  to  fix 
a  standard  of  equality  itself.  But  until  that  is  done  I  do  not 
think  we  will  ever  get  very  far  in  trying  to  figure  out  how  a 
gross  earnings  tax  can  be  equalized  with  an  advalorem  tax. 

Me.  George  G.  Tunell  :  It  seems  that  if  any  form  of  prop- 
erty is  taken  out  from  the  general  rule  of  uniformity  and  a 
special  rate  of  taxation  applied  to  that  form  of  property, 
there  should  be  a  very  good  reason  for  making  the  segregation. 
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MINE  TAXATION 
Emmet  D.  Boyle,  E.  M. 

Governor  of  Nevada 

The  question  of  mine  taxation  became  a  vexatious  one  in 
Nevada  even  before  that  political  subdivision  was  embraced 
in  the  sisterhood  of  states. 

The  first  Nevada  constitutional  convention  held  in  1863, 
four  years  after  the  discovery  of  the  Comstock  mines,  sub- 
mitted to  the  people  a  draft  of  an  organic  law  for  the  new 
commonwealth  which  would  have  provided  for  a  uniform  rule 
of  taxation  on  all  property  including  mines  and  mining  claims. 
Hon.  Wm.  M.  Stewart,  later  United  States  Senator  from 
Nevada,  then  acting  as  counsel  for  the  more  prominent  of  the 
Comstock  mines,  is  credited  with  having  so  warped  public 
sentiment  against  the  proposition  of  taxing  mines  on  the 
basis  of  physical  value  that  the  electorate  rejected  the  pro- 
posed constitution  by  an  overwhelming  majority.  His  argu- 
ment, appropriately  ornamented  and  embellished  mth  the 
same  familiar  sophistries  which  have  been  employed  with 
variations  successfully  ever  since  througliout  the  west  when- 
ever an  attempt  is  made  to  reform  the  tax  systems  used  in 
collecting  revenues  from  the  mining  industry,  I  deem  suffi- 
ciently interesting  to  quote  here  verbatim. 

I  insist  upon  it,  that  if  you  tax  the  mines  you  impose  a  burden  upon 
the  people  which  will  be  heavier  than  they  can  bear,  and  when  you  tax 
the  poor  miners'  shafts  and  drifts  and  bed-rock  tunnels,  you  are  not 
taxing  his  property,  you  are  not  taxing  his  substance,  you  are  not  taxing 
his  wealth, — no,  but  you  are  taxing  w-hat  may  become  property  some  day 
or  may  not;  you  are  taxing  the  shadows  from  which  the  substance  may 
eventually  issue  or  may  not;  you  are  taxing  the  visions  of  Alnaschar 
which  may  turn  to  minted  gold  or  only  prove  the  forerunner  of  misery 
or  misfortune.  In  a  word,  you  are  taxing  the  hopes,  taxing  the 
aspirations  of  his  soul,  taxing  the  yearnings  of  his  heart  .  .  . 

In  1864  the  second  constitutional  convention  prepared  the 
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draft  of  the  constitution  which  was  finally  accepted,  the  pro- 
vision relating  to  taxation  in  the  document  being  as  follows : 

AETICLE  X 

Taxation 

Section  1.  The  legislature  shall  provide  by  law  for  a  uniform  and 
equal  rate  of  assessment  and  taxation,  and  shall  prescribe  such  regulations 
as  shall  secure  a  just  valuation  for  taxation  of  all  property,  real,  personal, 
and  possessory,  excepting  mines  and  mining  claims,  the  proceeds  of  which 
alone  shall  be  taxed,  and  also  excepting  such  property  as  may  be  exempted 
by  law  for  municipal,  educational,  literary,  scientific,  religious,  or 
charitable  purposes. 

The  first  session  of  the  Nevada  state  legislature  met  in  the 
winter  of  1864-1865  and  enacted  what  was  probably  the  first 
statute  in  the  United  States  calling  for  the  assessment  of  the 
*'  net  proceeds  of  mines,"  the  meat  of  which  is  contained  in 
the  following: 

From  the  gross  return  or  assessed  value  per  ton,  of  all  ores,  quartz  or 
minerals  from  which  gold  and  silver,  or  either,  are  extracted  in  this 
state,  there  shall  be  deducted  the  sum  of  twenty  dollars  per  ton;  and 
upon  seventy-five  per  cent  of  the  remainder  (after  such  deduction  is 
made  aforesaid)  shall  be  taxed  and  levied  and  collected,  as  provided 
in  this  act. 

Notwithstanding  the  simplicity  of  the  rule  prescribed,  the 
Nevada  reports  contain  ample  evidence  of  differences  of 
opinion  as  to  the  interpretation  of  this  law,  and  various 
amendments  and  re-enactments  followed  from  time  to  time 
until  1891,  when  the  present  Nevada  statute  was  adopted, 
this  being  as  follows: 

All  proceeds  of  mines,  including  ores,  tailings,  borax,  soda  and 
mineral-bearing  material,  of  whatever  character,  shall  be  assessed  for 
purposes  of  taxation,  for  state  and  county  purposes  quarterly  in  the 
manner  following:  From  the  gross  yield  returned,  or  value  of  all  ores, 
tailings,  borax,  soda  or  mineral-bearing  material  of  whatever  character, 
there  shall  be  deducted  the  actual  cost  of  extracting  said  ores  or  mineral 
from  the  mine;  the  actual  cost  of  saving  said  tailings;  the  actual  cost 
of  transportation  to  the  place  of  reduction  or  sale,  and  the  actual  cost 
of  reduction  or  sale;  and  the  remainder  shall  be  deemed  the  net  proceeds, 
and  shall  be  assessed  and  taxed  at  the  same  rate  advalorem,  as  other 
property  is  taxed  as  provided  in  this  act ;  provided  that  there  shall  be  no 
allowance  made  for  expenses  incurred  prior  to  the  quarter  for  which  the 
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assessment  is  made,  excepting  tailings  and  mines  producing  not  more 
than  one  ton  of  ore  or  mineral-bearing  material  per  day,  for  which  ex- 
penses may  be  deducted  for  the  four  consecutive  quarters  preceding  the 
quarter  for  which  the  assessment  is  made;  and,  provided  further,  that 
the  net  proceeds  shall  not  a  second  time  be  assessed  for  taxation  so  long 
as  such  proceeds,  in  the  form  produced,  remain  in  the  possession  of  the 
person,  firm  or  corporation  producing  the  same. 

The  constitutional  provisions  on  the  subject  remained  un- 
changed until  1906,  when  Article  X  was  amended  to  read  as 
follows : 

ARTICLE  X 

Taxation 

Section  1.  The  legislature  shall  provide  by  law  for  a  uniform  and 
equal  rate  of  assessment  and  taxation,  and  shall  prescribe  such  regula- 
tions as  shall  secure  a  just  valuation  for  taxation  of  all  property,  real, 
personal  and  possessory,  except  mines  and  mining  claims,  when  not 
patented,  the  proceeds  alone  of  which  shaU  be  assessed  at  not  less  than 
five  hundred  dollars  ($500)  except  when  one  hundred  dollars  ($100)  in 
labor  has  been  actually  performed  on  such  patented  mine  during  the 
year,  in  addition  to  the  tax  upon  the  net  proceeds;  and,  also  excepting 
such  property  as  may  be  exempted  by  law  for  municipal,  educational, 
literary,  scientific  or  other  charitable  purposes. 

The  purpose  of  this  amendment  w^as  to  give  stimulus  to 
the  working  of  idle  patented  claims,  but  it  is  to  be  noted  with 
interest  that  the  constitution  as  it  now  stands  bars  the  way 
to  any  but  a  net  proceeds  tax  when  the  original  Avould  have 
permitted  any  sort  of  tax  on  proceeds  which  the  legislature 
might  have  seen  fit  to  adopt. 

Like  the  majority  of  the  states,  Nevada  provided  for  the 
assessment  of  property  at  its  full  cash  value,  and,  not  unlike 
her  sisters  in  the  Union,  she  has  honored  this  rule  "  more  in 
the  breach  than  in  the  observance."  The  law  requiring  the 
quarterly  submission  of  reports  of  mining  companies  under 
oath  as  to  their  actual  net  proceeds  might  readily  enough  have 
deprived  the  miner  of  the  benefits  of  such  favorable  discrimin- 
ation as  the  law-makers  saw  fit  to  give  him  had  actual  net  pro- 
ceeds been  returned  by  him  while  other  property  was  assessed 
far  below  its  actual  value  through  the  resultant  high  rate  on 
which  his  bullion  tax  would  have  been  based. 

He  was,  however,  in  Nevada  equal  to  the  occasion,  hitting 
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upon  a  system  which  has  been  aptly  characterized  by  a  leading 
mining  attorney  as  "  perfectly  legal  though  morally  indefen- 
sible,"— this  consisting  of  the  expedient  of  incorporating 
secondary  milling  and  transportation  companies,  owned  and 
controlled  by  the  parent  mining  company  which  largely  ab- 
sorbed the  profits  of  the  mine  in  high  transportation  and  re- 
duction charges.  These  companies  paid  taxes  on  the  physi- 
cal valuation  of  their  plants,  just  as  the  parent  company  would 
have  done  had  it  held  the  title  to  its  improvements  direct, 
but  the  excess  charges  over  the  actual  cost  of  transportation 
and  reduction  escaped  taxation. 

The  Nevada  tax  commission  in  1913  established  a  rule  for 
the  reporting  of  net  proceeds  which  terminated  this  practice 
throughout  the  state,  and  it  is  but  fair  to  say  that  the  Nevada 
mine  operators  have  shown,  since  that  time,  every  disposi- 
tion to  pay  their  full  legal  tax. 

In  the  fifty  years  during  which  Nevada  has  enjoyed  state- 
hood, its  mines  have  paid  taxes  on  an  assessed  $248,000,000 
of  "  net  proceeds."  Of  the  taxes  collected  on  this  mineral 
output  the  state  received  in  round  numbers  the  sum  of 
$2,200,000,  and  the  counties  and  municipalities  substantially 
$4,700,000, — making  the  total  proceeds  tax  paid  by  the  in- 
dustry to  date  approximately  $7,000,000,  or  an  average  of 
$140,000  per  year  for  municipalities,  counties  and  state  to- 
gether, and  of  $44,000  for  the  state  alone.  This  "  proceeds 
tax  "  was  in  lieu  of  a  tax  on  the  body  of  each  mine  and  does 
not  include  the  tax  on  improvements.  "We  have  no  figures  to 
denote  what  the  revenue  from  this  source  over  the  whole 
period  was,  but  I  believe  that  it  may  be  roughly  assumed  that 
an  additional  $4,000,000  for  all  governmental  purposes  was 
derived  from  the  assessment  of  improvements  during  the 
fifty-year  period,  or  sufficient  to  make  the  total  average  annual 
receipts  into  the  state,  county  and  municipal  treasuries  from 
the  mining  industry  $220,000,  and  into  the  state  treasury  alone 
about  $70,000. 

During  the  same  period  the  average  annual  income  of  the 
state  from  all  taxable  property,  including  the  net  proceeds  of 
mines  and  mining  improvements,  was  $257,000. 

It    is    obvious,    therefore,    that    the    mining    industry    of 
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Nevada  has  paid  somewhere  in  the  neighborhood  of  twenty- 
seven  per  cent  of  the  total  taxes  collected  from  all  classes  of 
property  by  the  state  itself. 

For  the  year  1913,  when  the  total  assessed  valuation  of  the 
state  was  $113,000,000,  the  assessed  valuation  of  the  mining 
industry  was  $13,000,000,  inclusive  of  unworked  patented 
mines,  improvements  and  net  proceeds,  the  percentage  of  the 
total  taxes  paid  by  the  industry  in  that  year  was  roughly  111/2. 

I  would  not  have  presumed  on  the  time  and  patience  of  this 
conference  in  presenting  the  foregoing  more  or  less  local  his- 
torical and  statistical  matter  were  it  not  for  the  fact  that  the 
Nevada  laws  have  had  a  widespread  influence  on  mine  taxation 
throughout  the  west, — Montana,  Idaho  and  Utah  having  en- 
acted statutes  obviously  patterned  after  the  Nevada  laws,  and 
other  western  communities  having  adopted  systems  which 
present  the  same  method  in  more  or  less  modified  forms. 

The  Nevada  system  was  adopted  in  the  face  of  opposition 
from  the  taxpayers  owning  other  classes  of  property  than 
mines,  and  a  perusal  of  the  report  of  the  Nevada  constitutional 
debates  leaves  no  doubt  that  the  dominating  mining  interests 
at  the  time  the  constitution  was  framed  appealed  for  and 
received  from  the  people  a  discriminatory  tax  on  their  in- 
dustry, and  it  is  equally  true  that  by  a  process  of  loose  reason- 
ing the  majority  of  the  people  not  only  in  Nevada,  but  else- 
where in  the  metalliferous  mining  states  which  have  adopted 
''  net  proceeds  "  taxes,  had  erroneously  come  to  the  con- 
clusion that  such  an  output  tax  is  a  fair  substitute  for  a  tax 
on  the  body  of  the  mine.  Arizona  and  Colorado  are  the  two 
conspicuous  examples  of  the  western  states  which  have  un- 
dertaken to  equalize  the  mining  assessment  with  the  assess- 
ment of  other  propert}^  by  the  use  of  arbitrary  increase  of  the 
actual  proceeds  as  the  basis  of  the  tax,  while  certain  of  the 
middle  states  have  addressed  themselves  to  the  proposition  of 
assessing  mineral  deposits  on  the  same  basis  as  other  real 
property  is  assessed. 

The  published  discussions  on  the  subject  indicate  that  the 
majority  of  those  seeking  a  solution  of  the  problem  are  to  be 
found  in  two  schools,  one  advocating  the  assessment  of  mines 
on  an  advalorem  basis,  the  other  attempting  to  use  the  pro- 
ceeds,— gross,  net  or  both, — as  a  basis  of  the  tax. 
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In  preface  to  the  more  serious  discussion  of  the  question 
I  wish  to  call  attention  to  the  fact  that  mining  as  a  national 
industry  is  second  in  importance  only  to  agriculture.  As  a 
factor  in  western  development  the  mining  industry  stands  per- 
haps paramount.  Entire  states  in  the  west,  my  own  con- 
spicuous among  them,  owe  the  major  part  of  their  population 
to  the  courage  and  energy  of  men  who  have  braved  the 
deserts  and  the  mountains  in  their  search  for  ore.  The  com- 
monwealth gets  from  the  mines  easily  more  than  the  direct 
taxes  which  it  collects  from  them  and,  taking  into  account  the 
primary  hazards  of  the  industry,  I  believe  in  the  complete 
exemption  of  mineral  ground  from  taxation, — except  in  the 
case  of  ground  left  idle  and  unworked, — until  it  becomes 
productive.  It  was  T.  A.  Rickard,  I  think,  who  likened  the 
mine  to  the  human  being: 

The  new  discovery  of  a  prospector  is  like  an  infant,  born  to-day,  which 
may  die  to-morrow,  leaving  no  record,  not  even  a  name.  A  prospect 
resembles  a  young  child,  rich  in  possibilities,  but  hedged  around  with  all 
the  uncertainties  of  immaturity.  The  promising  prospect  may  succumb 
to  the  measles  of  bad  management,  or  the  whooping-cough  of  inex- 
perience. In  spite  of  care  and  equipment  neither  child  nor  prospect 
may  survive  long  enough  to  make  a  mark,  or,  on  the  other  hand,  they 
may  outlive  the  dangers  of  adolescence  and,  by  reason  of  inherent 
quality,  they  may  develop  into  a  mine  and  a  man  which  outdistance  the 
expectations  of  their  best  friends.  Again  a  child  grows  to  manhood;  a 
prospect  develops  into  a  mine. 

The  state  finds  it  wise  to  subsidize  the  child  but  it  expects 
the  man  capable  of  assisting  in  the  maintenance  of  the  govern- 
ment to  do  his  share,  and  continuing  the  parallel,  it  may  well 
dispense  with  taxes  on  the  "  poor  miner's  shafts,  his  drifts 
and  bed-rock  tunnels,  his  hopes,  the  aspirations  of  his  soul  and 
the  yearning  of  his  heart  of  hearts,"  but  this  far  should  the 
subsidy  go  and  no  further.  Wealth  brought  to  light  by  the 
energy  of  man,  in  a  mine,  is  not  different  from  wealth  pro- 
duced by  his  energy  in  any  other  form  of  human  activity  and 
I  believe  that,  after  exempting  the  mine  during  its  prospective 
stages,  the  public  may  ask  of  it  during  its  productive  life  a 
contribution  equal  to  that  required  of  other  property  of  the 
same  sale  value. 
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The  methods  of  mine  assessment  and  taxation  at  present  in 
vogue  or  advocated  by  students  of  the  subject  are : 

First :  The  advalorem  tax  as  used  in  Michigan  and  Minne- 
sota with  a  fair  approach  to  scientific  accuracy  and  in  other 
states,  California  among  them,  in  a  crude  and  unsatisfactory 
way. 

Second :  The  straight  ' '  net  proceeds  ' '  tax  as  used  in 
Nevada,  Idaho,  Montana  and  Utah  with  an  additional  tax 
on  improvements. 

Third :  The  tax  on  the  ' '  net  proceeds  ' '  or  multiples  of  the 
net  proceeds  plus  a  fraction  of  the  gross  proceeds  as  used  in 
Arizona  and  Colorado,  with  an  additional  tax  on  improvements. 

Fourth:  The  tonnage  tax. 

Fifth:  The  tax  on  gross  proceeds. 

Sixth :  The  so-called  equated  income  tax. 

The  advalorem  methods  would,  of  course,  if  scientifically 
applied,  exactly  equalize  the  mining  assessment  with  the  as- 
sessment of  all  other  property  to  which  the  same  method  of 
valuation  and  the  same  tax  rate  were  applied,  and  it  is, 
theoretically,  at  least,  the  only  method  which  will  accomplish 
an  actual  equalization  of  the  mining  with  such  other  assess- 
ment. Its  practical  application  involves  an  actual  appraise- 
ment of  each  property  to  be  assessed  and  it  is  but  fair  to  as- 
sume that  such  an  appraisement  would  have  to  be  made  in  the 
manner  employed  by  private  individuals  or  corporations  in 
valuing  mines  for  purchase  or  sale.  Such  work  is  usually 
delegated  by  prudent  persons  to  the  mining  engineer  who 
sets  about  the  business  of  determining  by  precise  methods  of 
observation,  sampling  and  measuring  all  of  the  following 
essential  factors: 

(1)  The  character  of  the  deposit. 

(2)  The  tenor  of  the  ore  deposit. 

(3)  The  quantity  of  the  ore  exposed. 

(4)  The  probable  average  price  to  be  realized  from  the  sale 
of  the  metal  product  during  the  life  of  the  mine. 

(5)  The  cost  of  mining  and  reduction. 

(6)  The  rate  of  interest  required  to  make  such  an  investment 
a  practical  one. 
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Under  the  first  heading  the  engineer  will  probably  recognize 
the  deposit  as  belonging  to  one  of  a  number  of  general  types. 
Quoting  from  Mr.  Herbert  C.  Hoover's  admirable  work  on 
the  ' '  Principles  of  Mining  ' ' : 

From  the  point  of  view  of  continuity  of  value,  ore-deposits  may  be 
roughly  divided  into  three  classes.     They  are: 

1.  Deposits  of  the  infiltration  type  in  porous  beds,  such  as  Lake 
Superior  copper  conglomerates  and  African  gold  bankets. 

2.  Deposits  of  the  fissure  vein  type,  such  as  California  quartz  veins. 

3.  Eeplacement  or  impregnation  deposits  on  the  lines  of  Assuring  or 
otherwise. 

To  these  I  would  add : 

4.  Deposits  consisting  of  huge  masses  of  ore  such  as  the 
*'  impregnated  copper  porphyries  "  of  Utah,  Nevada  and 
Arizona,  and  the  iron  ore  deposits  of  Michigan  and  Minnesota. 

Continuing  with  the  quotation  from  the  ''  Principles  of 
Mining  ": 

In  a  general  way,  the  uniformity  of  conditions  of  deposition  in  the 
first  class  has  resulted  in  the  most  satisfactory  continuity  of  ore  and 
of  its  metal  contents.  In  the  second,  depending  much  upon  the  pro- 
fundity of  the  earth  movements  involved,  there  is  laterally  and  vertically 
a  reasonable  basis  for  expectation  of  continuity  but  through  much  less 
distance  than  in  the  first  class. 

The  third  class  of  deposits  exhibits  widely  different  phenomena  as  to 
continuity  and  no  generalization  is  of  any  value.  In  gold  deposits  of 
this  type  in  West  Australia,  Colorado  and  Nevada,  continuity  far  beyond 
a  sampled  face  must  be  received  with  the  greatest  skepticism.  Much 
the  same  may  be  said  of  most  copper  replacements  in  limestone.  On  the 
other  hand  the  most  phenomenal  regularity  of  values  have  been  shown 
in  certain  Utah  and  Arizona  copper  mines,  the  result  of  secondary 
infiltration  in  porphyritie  gangues. 

The  mining  engineer  could,  therefore,  with  such  data  as 
might  be  available  in  a  well  conducted  mine  office,  make  a 
fairly  accurate  appraisement  of  those  properties  coming  under 
the  first  and  fourth  classes ;  could  make  an  approximation  of 
the  value  of  the  properties  under  the  second  class  and  could 
"  guess  "  at  the  values  of  the  properties  in  the  third  class. 

Mr.  James  R.  Finlay's  now  famous  valuation  of  the  Lake 
Superior  copper  mines  was  done  on  properties  of  the  first  class 
and  his  method  has  been  successfully  employed  in  valuing  the 
Minnesota  iron  ore  deposits  w^hich  come  under  the  fourth  class. 
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Nevada  has  upwards  of  six  hundred  producing  mines.  One 
of  these,  the  Nevada  Consolidated  Copper  Company  at  Ely, 
is  in  the  fourth  class  and  could  be  readily  appraised.  A  few 
belong  to  the  second  class  and  would  be  susceptible  of  a  reason- 
ably accurate  and  inexpensive  appraisal,  but  the  great  ma- 
jority of  the  Nevada  mines,  like  those  of  Idaho,  Utah,  Arizona, 
Colorado  and  Montana  belong  to  the  third  class.  In  my  judg- 
ment not  more  than  ten  per  cent  of  our  mines  have  more  than 
a  nominal  value  if  appraised  on  a  basis  of  known  ore  reserves. 
Few  of  our  gold  or  silver  mines  have  ever  had  more  than  two 
or  three  years'  supply  of  ore  actually  "  in  sight,"  though 
many  of  them  have  maintained  a  general  production  over  a 
long  period  of  years.  To  have  predicted  at  any  time  what  the 
prospective  reserves  of  any  of  them  were  would  have  been 
purely  in  the  realm  of  conjecture.  Each  would,  doubtless, 
have  been  credited  with  varying  amounts  of  ' '  probable  ' '  and 
"  possible  ore,"  but  it  is  safe  to  say  that  engineers  would 
have  differed  in  the  most  marked  degree  on  the  question. 

The  problem  here  is  not  the  compact  problem  which  con- 
fronted Mr.  Finlay  on  the  Michigan  Peninsula,  where  he 
valued  the  property  of  a  few  great  mines  on  a  remarkably 
regular  deposit  and  with  a  half-century  of  experience  and 
statistics  to  work  from.  Not  ten  per  cent  of  the  mine  man- 
agers in  Nevada  honestly  testifying  under  oath  could  intelli- 
gently predict  the  lives  of  their  respective  properties.  Our 
deposits  are,  as  a  rule,  too  irregular  in  form  and  too  uncertain 
in  tenor  to  permit  such  an  estimate  to  be  made  on  anything 
but  the  actually  blocked  ore.  The  speculative  ore  would  have 
to  be  guessed  at  and  I  can  foreseee,  should  a  physical  valuation 
of  the  mines  be  attempted,  enough  tax  litigation  arising  out 
of  honest  differences  of  opinion  to  make  the  vexatious  con- 
troversies growing  out  of  the  "  apex  law  "  appear  insignifi- 
cant in  point  of  numbers. 

It  may  be  said  that  eveiy  round  of  holes  fired  uudergi'ound 
may  change  the  value  of  a  mine.  To-day's  valuation  is  upset 
by  to-morrow's  development  and  the  state  would  find  itself 
making  annual  appraisals  if  it  attempted  to  even  roughly 
assess  the  mines  on  an  equitable  basis.  Nevada,  for  one,  could 
not  stand  the  burden  of  so  costly  a  system  of  assessment  prop- 
erlv  administered. 
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Mr.  Finlay  in  appraising  the  Michigan  Copper  deposits  used 
the  following  factors: 

1.  The  average  cost  of  securing  the  products  of  a  mine. 

2.  The  average  price  at  which  these  products  can  be  sold. 

3.  The  rate  of  production  of  the  mine. 

4.  The  time  for  which  that  output  can  be  maintained, 

5.  The  rates  of  interest  to  be  allowed. 

From  these  data  once  secured  he  proceeded  to  compute 
the  annual  dividend  to  be  expected  and  the  duration  of  the 
period  in  which  this  dividend  would  be  paid.  The  two  major 
essentials  therefore  in  finding  the  present  worth  of  a  mine  are 
(a)  The  annual  dividend  to  be  expected  which  is  but  another 
name  for  the  annual  "  net  proceeds  "  and,  (b)  The  estimated 
productive  life  of  the  mine. 

Anything  even  approaching  an  accurate  valuation  of  a 
mine  must  consider  these  two  factors.  It  is  obvious  therefore 
that  no  "  net  proceeds,"  no  **  gross  proceeds  "  tax  nor  any 
combination  of  both  will  bring  results  which  reflect  present 
worth  or  cash  value  where  the  "  life  of  the  mine  "  factor  is 
not  used. 

Mr.  "W.  L.  Uglow,  in  his  exhaustive  treatise  on  "  Methods 
of  Mine  Valuation  and  Assessment,"  says,  properly:  "  The 
present  value  of  future  profits  is  the  basis  on  which  competent 
engineers  and  business  men  determine  the  purchase  or  sale 
value  of  a  mining  property." 

Present  worth,  in  the  case  of  mines,  would  be  ascertained 
as  in  other  cases,  after  taking  into  consideration  the  fact  that 
the  mine  is  an  enterprise  which  must  return  to  the  purchaser 
the  capital  invested  as  well  as  a  fair  rate  of  interest  for  the 
use  of  the  capital  during  the  mine's  life. 

Taking  for  example,  a  property  capable  of  producing 
dividends  at  the  rate  of  $100,000  per  annum  for  ten  years 
and  applying  the  formula  used  in  obtaining  present  worth, 
we  have  a  present  or  sale  value  of  $652,000,  if  the  property  is 
to  pay  7%.  on  the  unredeemed  investment  and  replace  the 
capital  by  reinvestment  of  an  annual  sum  at  4%.  Then  the 
property  is  worth  and  will  pay  taxes  on 
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At  the  beginning $652,000 

At  the  end  of  the  first  year 608,000 

At  the  end  of  the  second  year 560,000 

At  the  end  of  the  third  year 509,000 

At  the  end  of  the  fourth  year 453,000 

At  the  end  of  the  fifth  year    393,000 

At  the  end  of  the  sixth  year 327,000 

At  the  end  of  the  seventh  year 256,000 

At  the  end  of  the  eighth  year 178,000 

At  the  end  of  the  ninth  year 93,000 

At  the  end  of  the  tenth  year    Nothing 

$4,029,000 

The  property  during  its  life  will  therefore  pay  taxes  on  a 
total  valuation  of  $4,029,000. 

Under  the  net  direct  '^  proceeds  system  "  it  will  pay  on 
$1,000,000. 

The  net  proceeds  tax,  therefore,  may  over  assess  short-lived 
mines  and  grossly  under  assess  long-lived  properties. 

Doubtless,  the  framers  of  the  Arizona  and  Colorado  laws 
relative  to  mine  taxation  adopted  methods  of  assessing  mul- 
tiples of  net  and  combinations  of  net  and  gross  proceeds  which 
would,  when  applied  to  an  average  type  of  the  mines  in  their 
jurisdictions,  produce  results  commensurate  with  those  obtain- 
able under  the  advalorem  system,  but  it  is  indisputable  that 
both  systems  unjustly  penalize  the  short-lived  mine,  the  very 
class  of  property  which  the  state,  if  it  is  to  encourage  the 
industry,  might  be  expected  to  assist,  while  perhaps  failing  to 
get  a  full  tax  on  the  long-lived  mines. 

So  much  for  the  tax  on  the  mine  itself,  but  nearly  all,  if  not 
all,  of  the  communities  applying  the  "  proceeds  tax,"  levy  an 
additional  tax  on  the  improvements  necessary  to  work  the 
mine. 

It  is  obvious  that  without  facilities  for  the  reduction  and 
refinement  of  the  valuable  products  in  its  ores  no  mine  would 
have  any  value  whatever.  It  is  equally  true  that  the  surface 
equipment  on  a  mine  has  nothing  more  than  a  "  scrap  "  value 
when  the  mine  is  exhausted,  except  in  those  rare  instances 
where  a  new  property  may  spring  up  to  use  the  abandoned 
plant  of  a  worked-out  neighbor. 

I  have  always  contended  that  the  mine  plant  must  be  ap- 
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praised  with  the  mine.  It  has  a  service  value  dependent  on 
its  expectancy  of  useful  life,  not  depreciating  uniformly  in 
actual  value  from  original  cost  to  scrap  value  as  many  claim, 
but  depreciating  by  reason  of  wear  and  tear  and  obsolescence 
alone  until  the  ore  reserves  fall  below  the  point  where  they 
will  not  justify  the  erection  of  a  plant  of  similar  character 
and  tonnage,  after  which,  depreciation  takes  uniformly  until 
the  scrap  or  junk  value  is  reached. 

It  is  therefore  obvious  that  without  full  data  as  to  the  life 
of  each  property  it  is  not  possible  to  scientifically  appraise 
its  improvements. 

Mr.  W.  G.  Uglow,  in  his  book  heretofore  referred  to,  pro- 
poses what  he  styles  the  equated  income  method  as  a  possible 
solution  of  the  problem  of  assessing  the  mining  industry  with 
its  fair  share  of  the  burden  of  the  cost  of  government. 

In  this  he  proposes  to  multiply  the  tax  rate  applied  each 
year  to  the  operating  profits  of  a  mine,  the  life  of  which  is 
assumed,  to  produce  the  same  results  which  would  flow  from 
the  advalorem  system  wdth  the  uniform  tax  rate  applied  to 
the  real  value  of  the  property. 

It  is  apparent  that  the  use  of  a  factor,  based  on  an  assump- 
tion, would  leave  us  no  better  off  than  if  the  ' '  multiple  of  net 
proceeds  "  process  were  used  and  to  determine  the  life  of  any 
mine  would  entail  the  overcoming  of  the  obstacles  which  go 
to  defeat  the  scientific  operation  of  the  advalorem  method. 

Tonnage  taxes,  it  appears  to  me,  are  not  applicable  to  west- 
ern conditions  and  may  be  passed  over  without  further 
comment. 

Leaving  the  gross  proceeds  tax  for  further  discussion  I 
think  I  may  summarize  the  objections  to  all  of  the  systems 
in  vogue  or  proposed  as  follows : 

The  advalorem  method  cannot  be  practically  applied  to  the 
majority  of  western  mines. 

The  net  proceeds  system  with  all  of  its  modifications  fails 
utterly  to  impose  an  equal  burden  on  the  various  units  in  the 
property  class  and  cannot  be  made  to  do  so. 

The  equated  income  system  may,  when  applied  to  western 
conditions,  have  the  same  objections  urged  against  it  that  are 
urged  against  the  advalorem  system. 
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It  is  plain,  therefore, — if  my  statements  are  well  founded, 
which  I  believe  them  to  be, — that  no  one  as  yet  has  proposed 
a  practical  system  which  Avill  obtain  a  tax  from  each  mine 
exactly,  or  even  approximately,  equal  to  what  it  would  be 
required  to  pay  if  assessed  as  other  property.  We  might  as 
well  confess  that  if  we  succeed  in  assessing  the  mines  as  a 
class  on  a  parity  with  other  property  we  shall  have  pro- 
ceeded perhaps  as  far  toward  the  equalization  of  this  difficult 
subdivision  as  we  shall  ever  get  in  practice.  Further,  since 
the  various  complicated  systems,  other  than  the  advalorem 
system,  unjustly  burden  one  mine  as  compared  with  another, 
a  simpler  system  subject  to  criticism  for  the  same  defects 
should  still  have  the  argument  in  its  favor. 

Mexico  has  long  used  the  roj^alty  system,  exacting  2%  of  the 
value  of  all  mineral  output  in  lieu  of  other  federal  taxes. 
Crude  as  this  method  may  be,  it  is  no  less  crude  than  our 
"  net  proceeds  "  systems  when  final  results  are  considered, 
and  it  has  the  advantage  of  extreme  simplicity.  My  own 
experience  as  a  miner  in  that  country  convinced  me  that  it 
did  not  in  any  degree  discourage  the  mining  industry  which 
flourishes  there  as  nowhere  else  on  the  continent, — between 
revolutions. 

California  and  Minnesota  have  substituted  a  royalty  on  the 
gross  income  of  the  railroads  and  other  utilities  for  the  gen- 
eral property  tax  on  these  classes  of  propert}^,  and  the  system 
finds  favor  with  many  tax  experts  as  well  as  with  the  railroads 
themselves. 

The  taking  of  4%  or  5%  of  the  gross  income  of  a  public 
utility  in  lieu  of  other  taxes  cannot  be  said  to  equalize  the 
burden  as  between  the  various  units  of  property  within  the 
class  when  one  railroad  may  show  net  earnings  representing 
75%  of  its  gross  income  and  another  may  be  operating  at  a 
loss, — as  one  or  two  of  our  Nevada  roads  actually  are.  But 
there  is  an  element  of  certainty  in  such  a  tax  which  is  lacking 
in  any  other  tax  where  the  personal  equation  either  in  the 
determination  of  capital  value  or  of  net  income  manifests 
itself. 

Granting  then,  that  the  royalty  system  of  commuted  taxa- 
tion as  applied  to  the  public  utilities  has  proven  a  workable 
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and  generally  satisfactory  proposition,  why  not  apply  it  to 
the  mines?  The  mine,  unlike  the  railroad  once  under  ex- 
ploitation, can  show  an  income  only  by  the  extinguishment  of 
its  capital.  It  is  obvious  therefore  that  in  determining  the 
percentage  of  the  mine 's  gross  income  to  be  paid  we  must  take 
this  fact  into  account  and  the  rate  of  the  royalty  should  be 
such  as  to  fairly  well  equalize  the  assessments  between  the 
two  classes  of  property. 

Since  the  mine  plant  is  usually  practically  valueless  when 
the  mine  is  exhausted,  improvements  should  be  considered  as 
a  part  of  the  mine, — no  tax  levied  against  them  other  than  the 
one  royalty  against  the  whole  property. 

An  analysis  of  this  system,  using  2%  of  the  gross  income 
as  the  basis  of  the  tax,  based  on  the  experience  of  the  leading 
properties  of  Nevada  for  its  past  two  years  indicates  that : 

First :  The  Nevada  mines  would  pay  65%  more  taxes  than 
they  do  at  present. 

Second:  With  few  exceptions  among  the  larger  mines  the 
percentage  of  the  capital  value,  as  far  as  the  same  may  be 
estimated,  paid  annually  in  royalty  would  be  less  than  1%, 
— this  figure  being  deemed  to  represent  a  fair  average  of  the 
proportion  of  capital  value  taken  in  taxes  annually  on  all 
property  throughout  the  United  States. 

Third:  Low  grade  mines  producing  large  tonnages  with 
small  margin  of  profit  do  not  appear  to  be  more  adversely 
affected  than  the  higher  grade  mines,  owing  to  the  fact  that 
the  exemption  of  their  usually  large  and  expensive  plants 
acts  in  a  compensatory  manner. 

I  do  not  profess  to  be  in  any  sense  of  the  word  an  expert 
on  the  subject  of  mine  taxation  but  it  does  appear  to  me  that 
the  gross  proceeds  tax,  perhaps  modified  in  the  cases  of  certain 
mines  operating  under  adverse  conditions,  is  just  as  rational 
and  just  as  scientific  in  actual  practical  operation  as  any  of 
the  systems  thus  far  proposed.  If  this  be  true  it  is  certainly 
the  simplest  and  deserves  a  trial  somewhere  in  the  west. 
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Instructor  in  Economics,  Columbia  University,  New  York 

The  year  just  ended  has  witnessed  the  formal  introduction 
of  special  land  taxes  in  three  of  the  cities  of  the  United  States. 
In  Pueblo,  Colorado,  in  Pittsburgh  and  in  Scranton,  Pennsyl- 
vania, the  levies  this  year  were  made  in  such  a  fashion  as  to 
diminish  the  amount  formerly  charged  to  buildings  and  to 
increase  the  burden  of  land.  It  has  also  witnessed  the  abrupt 
termination  of  the  informal  Houston  experiment  and  the  de- 
feat of  the  proposal  to  untax  buildings  in  Denver.  The 
Houston  situation  was  more  interesting  than  important. 
There,  without  bothering  with  the  tiresome  formality  of  an 
amendment  to  the  constitution  and  a  change  in  the  statutes 
of  the  state  which  would  have  been  necessary  to  make  their 
action  legal,  the  administrative  officials  proceeded  on  their 
own  responsibility  to  declare  in  force  a  special  land  tax,^  and 
advertised  the  system  as  an  achievement.  That  the  Houston 
experiment  was  possible  at  all  is  surprising  and  that  it  could 
continue  undisturbed  through  four  years  is  nothing  short  of 
amazing.  Its  discontinuance  is  of  little  significance,  however, 
as  a  gauge  of  the  drift  of  sentiment. 

This  movement  toward  special  land  taxes  in  the  United 
States  is  new.  Such  taxes  have  existed  in  Canada  for  more 
than  forty  years  and  have  experienced  a  truly  remarkable 
development  in  the  past  decade.  But  the  movement  has  until 
recently  found  no  counterpart  across  the  border.  In  Canada, 
it  is  true,  the  development  is  at  a  standstill  at  present.  During 
the  past  twelve  months  practically  no  action  has  been  taken 

1  Certain  types  of  personal  property  were  exempted  and  improvements 
were  taxed  at  a  low  percentage  of  their  value. 
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in  the  direction  either  of  expanding  or  of  contracting  the 
application  of  the  plan.^  This  constitutes  practically  all  of 
the  "  news  "  of  the  movement  since  the  last  meeting  of  the 
association  when  the  situation  was  so  fully  outlined  in  the 
papers  of  our  Canadian  friends.-  On  the  whole  the  convic- 
tion that  land  is  a  particularly  attractive  subject  of  taxation 
seems  to  be  gaining  ground  only  slowly  but  nevertheless 
perceptibly. 

Some  truth  and  much  nonsense  has  been  Avritten  about  the 
effects  of  the  imposition  of  special  taxes  on  land.  Supporters 
of  the  measures  developed  a  remarkable  facility  in  imputing 
causal  connections  between  the  adoption  of  single-tax  meas- 
ures and  manifestations  of  prosperity.  Opponents  of  the 
single  tax,  in  turn,  have  not  failed  to  point  to  depression 
when  it  appeared  as  having  been  solely  and  directly  occasioned 
by  the  radical  tax  legislation.  Both  sides  are  almost  always 
wrong,  for  the  exact  truth  is  impossible  of  ascertainment.  To 
measure  accurately  the  economic  effects  of  the  imposition  of 
a  tax  on  land  in  any  of  the  cities  where  it  has  thus  far  been 
adopted  is  a  task  in  the  field  of  economic  analysis  which  is 
little  short  of  appalling. 

The  good  effects  ascribed  to  the  special  taxation  of  laud  con- 
stitute a  very  long  list.  It  is  claimed  that  it  stimulates  build- 
ing in  a  number  of  ways :  by  encouraging  new  and  better  build- 
ings; by  making  difficult  the  retention  of  obsolete  and  un- 
sightly buildings  and  of  ' '  fire  traps " ;  by  penalizing  the  man 
who  refuses  to  improve  his  property  and  removing  a  penalty 
from  a  man  who  puts  up  a  good  building  or  who  beautifies  his 

1  There  lias  been  considerable  discussion  in  some  of  the  cities,  particu- 
larly Edmonton,  as  to  the  possibility  of  continuing  on  a  land  tax  basis 
during  the  present  depression,  augmented,  as  it  is,  by  the  European  war. 
Cf.  Edmonton  Journal,  June  18,  1915.  "  Single-Tax  "  Taylor  was  again 
elected  mayor  of  Vancouver  after  a  campaign  in  which  the  tax  issue 
played  a  subordinate  part.  Acts  providing  for  provincial  taxes  on  wild 
lands  and  on  timber  holdings  were  passed  by  the  Alberta  legislature  late 
in  1914.     Statutes  of  Alberta,  1914,  chapters  3  and  15. 

2  Cf.  Single  Tax  Session  of  the  Eighth  Annual  Conference  held  in 
Denver  in  1914,  pp.  405-469.  The  Committee  on  Taxation  of  the  City 
of  New  York  which  was  appointed  primarily  to  consider  the  advisability 
of  adopting  a  special  land  tax  has  not  yet  made  its  report. 
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structure.  It  decreases  congestion  and  lowers  rents.  It  dis- 
courages speculation  and  decreases  unemployment.  It  penal- 
izes the  non-resident  and  the  owner  of  vacant  land.  It  en- 
courages home-ownership  and  stimulates  general  economic 
prosperity.  This  list  is  by  no  means  exhaustive.  It  com- 
prises the  replies  usually  received  when  one  asks  questions,  in 
Canada  for  instance,  as  to  why  the  system  was  adopted  or  why 
it  is  liked. 

The  opponents  of  the  plan  have  an  equally  formidable  list 
of  reasons  for  their  opposition.  The  scheme  has  little  or  no 
effect  on  building.  Some  say  it  discourages  it.  Others  say 
that  it  is  an  undesirable  stimulus;  that  it  encourages  the 
construction  of  skj^-scrapers,  instead  of  low  buildings,  of 
apartments  instead  of  single  houses,  of  ' '  tax-payers  ' '  instead 
of  substantial  structures ;  and  that  it  overstimulates  all  kinds 
of  building  and  causes  a  depression.  It  increases  congestion 
by  making  yards  and  gardens  expensive  luxuries.  It  has 
little  or  no  effect  upon  rents,  employment,  home-ownership 
and  speculation.  It  involves  the  confiscation  of  private  prop- 
erty and  serious  dangers  to  the  public  revenues.  Such  state- 
ments as  these  in  various  proportions  and  degrees  of 
vehemence  are  made  to  him  who  seeks  knowledge  from  the 
opponents  of  the  plan. 

Of  course  the  truth  is  that  both  are  partly  wrong  and 
partly  right.  Examples  of  almost  every  effect  mentioned 
can  be  cited  in  the  Canadian  municipalities.  In  some  places 
the  plan  has  brought  fiscal  disaster;  in  others  it  has  had  no 
unfavorable  effects  at  all  ou  revenues.  In  some  places  it 
has  destroyed  speculation;  in  others  it  has  had  no  noticeable 
effect  whatever  in  this  direction.  All  of  this  merely  shows 
that  effects  are  matters  of  circumstance.  The  tax  system  is 
one  of  many  factors  in  the  situation.  If  certain  factors  hap- 
pen to  be  present,  the  undesirable  effects  of  the  land  tax 
will  be  neutralized  and  the  desirable  ones  accentuated.  If 
certain  other  factors  are  present  the  desirable  effects  may  be 
neutralized  and  the  land  tax  unite  with  other  elements  to  form 
a  compound  of  highly  destructive  power.  The  rate  of  in- 
crease in  land  values,  the  rate  at  which  they  are  expected 
to  increase,  the  rate  of  taxation  made  necessary  by  the  change, 
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the  suddenness  and  rapidity  with  which  the  change  is  made, 
the  amount  of  vacant  land,  the  amount  of  speculation,  the 
amount  of  home  ownership — these  are  some  of  the  factors 
which  tend  to  make  or  upset  a  situation. 

The  argument  which  is  always  mentioned  by  every  person 
interviewed  and  the  argument  which  after  all  is  of  greatest 
importance  is  that  the  form  of  special  land  tax  which  reduces 
the  tax  on  buildings  stimulates  building  activity.  It  is  pri- 
marily through  increased  building  that  congestion  is  to  be 
relieved,  rents  lowered,  unemployment  diminished,  vacant  lots 
eliminated,  home-ownership  encouraged  and  general  economic 
prosperity  stimulated.  If  the  untaxing  of  buildings  does  not 
result  in  the  stimulation  of  their  construction,  much  of  the 
argument  of  the  defenders  of  the  measure  goes  by  the  board. 
It  may  be  worth  while  to  analyze  the  building-stimulus  argu- 
ment in  the  light  of  economic  theory.  Such  an  exercise  may 
make  it  easier  for  the  members  of  this  association  to  analyze 
their  own  local  situations  in  order  to  determine  what  results 
may  be  expected  there.  At  any  rate  it  will  serve  to  show  how 
complicated  this  economic  problem  is. 

In  the  first  place,  if  I  may  be  pardoned  for  adopting  the 
approved  war-correspondent  style,  I  have  been  in  western 
Canada  and  I  believe  that  the  untaxing  of  buildings  there 
has  stimulated  building  construction.  I  believe  it  not  so 
much  because  of  the  statistics  I  gathered  but  primarily  be- 
cause so  many  people  told  me  it  had.  The  statistics  do  not 
make  me  believe  otherwise.  They  are  inconclusive.  Economic 
theory  leads  one  to  expect  that  this  result  would  come  about 
if  certain  conditions  were  present  and  the  people  interviewed 
helped  me  to  grasp  to  some  extent  what  the  conditions  were 
in  this  case. 

If  depressions  are  psychological  and  we  have  it  on  high 
authority  that  they  are,  the  same  quality  may  be  safely  im- 
puted to  economic  booms.  They  are  certainly  close  relatives. 
If  large  numbers  of  persons  were  convinced  in  their  own  minds 
that  certain  circumstances  which  are  present  favor  the  con- 
struction of  buildings  and  have  the  cash  or  credit  to  back  their 
belief,  there  will  be  building  activity — at  least  for  a  time.  For 
immediate  practical  results  there  is  nothing  more  important 
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than  what  every  one  expects  the  results  to  be.  Certainly  the 
Canadian  west  believes  almost  to  a  man  in  the  building 
stimulus  ar^ment.  "  Does  the  single  tax  stimulate  build- 
ing?" was  a  question  which,  for  the  sake  of  retaining  the 
respect  of  the  person  interviewed,  it  was  found  well  to  re- 
serve until  parting.  Usually  the  answer  was  a  look  of  startled 
surprise  that  such  an  obvious  question  should  be  asked.  Yet 
is  the  question  so  obvious  and  is  the  answer  the  same  every- 
where 1 

We  have  been  taught  to  believe  that  a  tax  on  buildings 
tends  to  be  shifted  while  the  tax  on  land  is  not.  If,  therefore, 
a  piece  of  real  estate  is  leased  or  rented  the  question  of  in- 
cidence enters  to  complicate  the  situation.  Classification  is 
necessary  to  the  intelligent  discussion  of  this  problem — cross 
classification  in  this  case — for  the  capitalization  of  the  tax 
on  land  enters  as  a  factor  also.  In  the  first  place  there  must 
be  a  division  between  those  who  build  to  use  and  those  who 
build  to  rent.  Then  there  must  be  drawn  a  second  line  of 
division  crossing  the  first  between  those  who  own  their  plots 
already  and  those  who  do  not. 

Taking  up  these  classes  in  order,  those  who  build  structures 
for  their  owti  use  and  who  already  own  their  land  comprise 
the  first.  Let  us  take  the  concrete  example  of  a  man  with 
a  lot  worth  $10,000  on  which  he  desires  to  place  a  building 
worth  $10,000.  What  will  be  the  effect  upon  this  man's  desire 
to  build  if  buildings  are  exempted  from  taxation  and  the 
burden  formerly  carried  by  them  transferred  to  the  land? 
Since  he  uses  the  property  himself  there  is  no  question  of 
shifting  here,  and  since  he  already  owns  the  plot  there  is  no 
question  of  buying  himself  free  of  the  tax.  Will  the  annual 
tax  cost  to  this  man  be  increased  or  decreased?  Here  be- 
comes apparent  the  importance  of  some  of  the  other  factors. 
If  every  man  in  the  to^\Ti  is  in  the  same  situation  as  this 
man,  if  every  lot  is  being  improved  by  a  building  bearing  the 
same  proportion  in  cost  to  the  value  of  the  plot,  this  man  and 
every  other  man  in  the  town  will  pay  the  same  amount  of 
taxes  as  before.  If,  however,  (as  is  always  the  case),  there 
is  irregularity — if  there  are  some  lots  with  no  improvements 
and  some  lots  with  an  unusual  amount  of  building  value,  the 
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taxes  paid  by  this  man  will  probably  not  be  the  same.  In 
every  municipality  there  is  a  "  standard  ratio  "  expressing 
the  relationship  between  the  assessed  value  of  improvements  ^ 
and  the  assessed  value  of  land.^  This  ratio  for  Manhattan 
Island  was,  in  1914,  improvements  thirty-eight  to  land  sixty- 
two.  This  means  that  any  man  whose  building  was  assessed 
at  more  than  thirty-eight  per  cent  of  the  total  value  of  the 
parcel  would  pay  smaller  taxes  under  the  single  tax  and  any 
man  whose  land  was  worth  more  than  sixty-two  per  cent  of 
the  total  value  would  pay  greater  taxes.^  Those  with  under- 
improved  or  vacant  land  would  pay  the  taxes  now  borne  by 
those  who  have  improved  their  parcels  well.  The  cities  of 
the  prairie  provinces  in  Canada  spread  over  vast  areas,  Edmon- 
ton, with  a  population  of  approximately  seventy  thousand  has 
in  area  twice  that  of  Manhattan  Island.  A  sub-division  is 
much  more  saleable  to  a  non-resident  if  within  the  city  limits 
and  the  city  limits  are  manipulated  to  accommodate  the  real 
estate  interests.  The  standard  ratios  are  thereby  lowered. 
The  amount  of  vacant  or  under-improved  land  is  seen,  there- 
fore, to  be  of  some  importance. 

If  the  man  in  our  illustration  had  been  a  Canadian,  the 
chances  are  that  his  total  taxes  would  have  been  decreased. 
Indeed  the  rate  on  the  land  alone  has  almost  never  been  in- 
creased when  buildings  were  untaxed.*  In  this  case  the 
annual  expense  connected  with  being  the  owner  and  occupier 
of  a  house  of  this  type  would  be  lessened.  It  would  be 
cheaper  than  before  to  own  a  house  and  more  people  might  be 
expected  to  build.     Hence  more  building  activity. 

1  Together  with  any  other  portion  of  the  tax  base  on  which  the  burden 
is  lightened. 

2  Together  with  any  other  portion  of  the  tax  base  to  which  the  burden 
is  transferred  from  the  improvement. 

3  Since  county  expenses  are  localized,  a  separate  ratio  is  necessary  for 
each  county  of  the  city  of  which  there  are  five.  The  standard  ratio 
was  calculated  for  the  city  at  large  and  then  a  composite  constructed, 
weighting  the  ratios  according  to  the  relative  amounts  of  the  city  and 
county  taxes  levied  in  that  county. 

*  For  details  cf.  Haig,  Exemption  of  Improvements  from  Taxation, 
pp.  266-267. 
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But  is  it  true  that  more  people  might  be  expected  to  build 
if  buildings  were  cheaper  ?  This  statement  assumes  an  ' '  elas- 
ticity "  in  the  demand  for  buildings — an  expansion  and  con- 
traction in  the  demand  in  response  to  a  change  in  price. 
Houses  or  the  upkeep  of  them  may  be  cheaper  than  before. 
But  will  the  amount  saved  be  expended  on  houses  or  on  some- 
thing else?  Will  the  part  spent  on  houses  be  greater  in  a 
city  of  apartment  dwellers  than  in  a  city  of  home-owners? 
Will  the  response  to  the  change  in  price  be  more  immediate 
and  complete  in  a  new  and  rapidly  growing  city  than  in  an  old 
and  somewhat  static  one?  To  ask  these  questions  is  to  sug- 
gest the  more  or  less  indefinite  answers  which  must  be  given 
to  them.  But  anyone  familiar  with  the  number  of  New  York 
apartments  without  guestrooms  and  with  lodgers  will  be  in- 
clined to  believe  that  the  demand  for  larger  accommodations 
is  a  force  which  would  be  of  considerable  importance  in  the 
case  of  a  lower  cost.  Moreover,  in  the  case  of  rented  quarters, 
there  is  a  separation  between  the  landlord  and  the  tenant 
interests  which  makes  for  greater  elasticity. 

Still  another  point  must  be  taken  into  account  in  consider- 
ing the  case  of  this  hypothetical  builder.  Sometimes,  perhaps 
most  times,  buildings  are  placed  on  land  which  is  rising  in 
value.  In  the  City  of  New  York  this  was  so  common  that  it 
became  axiomatic  that  no  depreciation  fund  need  be  laid  aside 
to  amortize  the  building,  because  the  land  value  would  in- 
crease at  least  enough  to  provide  for  the  decrease  in  the  value 
of  the  building.  Buildings  were  rented  and  land  values  fixed 
on  the  assumption  of  this  arrangement.  Buildings  were  con- 
structed long  before  a  proper  return  could  be  secured  upon 
the  investment,  because  the  increment  in  land  values  could  be 
depended  upon  to  make  ends  meet.  The  form  in  which  this 
argument  has  been  put  in  the  past  has  been  extremely  crude ; 
but  there  is  little  doubt  that,  ot)erating  indirectly,  the  ' '  capital 
increment"  has  been  a  factor  encouraging  early  building  and 
low  rents.  Because  of  the  necessity  of  paying  charges  such  as 
annual  taxes  while  waiting  for  the  "  capital  increment  "  to 
"  ripen  "  and  because  of  the  possibility  of  borrowing  money 
to  build  on  better  terms  than  it  was  possible  to  secure  it  for 
the  purpose  of  "  carrying  "  vacant  land,  land  owners  have 
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sacrificed  part  of  the  future  gain  to  save  the  remainder.  In 
Vancouver,  one  man  declared  that  the  hope  of  making  money- 
out  of  the  increased  value  of  their  plots  was  a  more  influential 
though  less  frequently  mentioned  cause  of  building  activity 
than  the  exemption  of  improvements  from  taxation.  It  is 
probable  that  this  factor  is  of  some  importance  in  western 
Canada  but  it  is  doubtless  of  greater  importance  in  some  of 
the  older  cities  of  the  United  States.  In  Canada  the  adoption 
of  the  special  land  taxes  in  the  cities  has  not  involved  a  tax 
rate  great  enough  to  affect  seriously  the  expected  increment. 
In  New  York  a  depreciation  charge  of  two  per  cent  on  the 
cost  of  the  building  is  recommended  as  proper.  The  tax 
rate  is  approximately  the  same  figure.  The  rate  of  increase 
in  land  values  has  been  very  slight  of  late.  If  the  untaxing 
of  buildings  would  increase  the  tax  rate  to  a  point  where  the 
prospect  for  an  increment  was  largely  dissipated,  what  is 
gained  in  lower  rents  due  to  the  decreased  tax  on  buildings 
might  be  to  a  considerable  degree  lost  in  increased  charges 
which  will  have  to  be  levied  to  supply  the  depreciation  account. 

The  lower  tax  bill  which  may  fall  to  the  lot  of  the  man  in 
the  hypothetical  case  may  be  considered  an  attracting  force. 
It  is  claimed  that  there  is  also  a  compelling  force.  If  the 
base  of  the  tax  is  entirely  land,  the  full  tax  must  be  paid 
whether  the  land  is  improved  or  unimproved.  Because  of  the 
difficulty  in  obtaining  funds  to  carry  vacant  land,  this  would 
operate  to  encourage  building. 

The  man  who  owns  his  plot  and  believes  that  his  interests 
have  not  been  affected  because  the  taxes  on  his  property 
remain  substantially  the  same  under  the  plan  to  untax  build- 
ings may  awaken  with  a  rude  shock  if  he  attempts  to  sell  his 
land.  Even  though  his  taxes  on  land  and  building  total  less 
than  under  the  old  plan  the  selling  value  of  his  property  will 
probably  be  less  than  before.  This  will  be  true  in  any  case 
except  that  in  which  an  owner's  taxes  under  the  new  plan  are 
less  than  his  taxes  on  land  alone  under  the  old  plan. 

A  number  of  the  factors  which  have  been  discussed  in 
connection  with  this  first  case  of  the  man  who  builds  for  use 
on  land  which  he  already  owns  are  of  importance  in  the 
other  three  cases  which  must  be  mentioned.     It  will  be  seen 
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that  the  question  of  the  stimulus  to  building  in  the  case  just 
discussed  is  not  entirely  obvious. 

The  case  of  the  man  who  builds  for  his  o^vn  use  and  who  has 
not  bought  his  plot  beforehand  can  be  disposed  of  quickly.  If 
economic  principles  work  out  substantially  without  friction, 
he  can  buy  his  lot  at  a  lower  price  because  of  the  heavier 
tax  on  land.  But  on  the  other  hand,  his  annual  payment  to 
the  city  because  of  his  ownership  of  the  land  will  be  larger, 
by  an  amount  which,  capitalized,  equals  the  reduction  in  the 
price  of  the  land.  Here  again  enter  the  questions  of  elasticity 
of  demand  and  the  effects  of  impaired  increments  upon  the 
stimulus  to  build. 

If  a  man  builds  to  rent,  he  may  gain  an  advantage  in  the 
way  of  increased  business  through  the  greater  demand  for 
accommodations  at  the  lower  price.  But  any  decrease  in  the 
tax  on  buildings  must,  in  theory,  be  passed  along  to  the  tenant 
in  reduced  rent.  In  practice,  doubtless,  the  transfer  to  the 
tenant  would  not  be  complete  and  prompt.  The  gain  to  the 
builder  must  come  either  from  the  part  of  the  tax  reduction 
on  buildings  which  for  some  reason  he  does  not  pass  on  to 
the  tenant  or  from  larger  earnings  from  increased  construc- 
tion. The  stimulus  to  build  in  the  case  of  the  builder  who 
does  not  already  own  his  plot  is  weaker  than  in  the  case  of 
the  land  owner  for,  with  the  former,  there  are  practically  no 
incentives  of  weight  while  in  the  case  of  the  latter  the  com- 
pelling force  of  increased  taxes  on  land  would  be  operative. 

To  summarize :  if  one  wishes  to  know  whether  the  untaxing 
of  buildings  will  stimulate  their  construction,  he  must  first 
find  the  answers  to  a  series  of  questions.  What  is  the  stand- 
ard ratio  of  building  to  land  value?  If  it  is  greatly  below 
that  of  a  particular  type  of  improvement,  the  construction  of 
this  type  will  tend  to  be  stimulated.  What  is  the  practice  of 
builders  in  anticipating  the  demand  for  houses?  Are  they 
built  commonly  before  a  proper  return  can  be  secured  in 
rents?  If  so,  the  adoption  of  a  plan  which  involves  the  im- 
pairment of  the  prospect  for  increased  land  values  will  dis- 
courage building.  What  is  the  magnitude  of  the  changes  in- 
volved? Will  the  tax  rates  be  increased  enough  to  affect 
seriously  the  increase  in  land  values?     Is  the  community  one 
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of  renters  or  of  home-owners?  Building  might  be  expected 
to  be  more  readily  stimulated  in  a  city  of  renters.  Is  the  city 
growing  rapidly  or  is  it  relatively  static?  If  it  is  growing 
and  values  are  rising  rapidly,  little  need  be  feared  in  the  way 
of  weakened  security  to  mortgage  loans.  There  would  be  less 
likelihood  of  a  shock  to  the  faith  of  the  community  in  the 
security  of  real-estate  investments  which  would  have  an  ad- 
verse effect  upon  building  in  general.  "What  is  the  practice 
in  financing  real-estate  loans?  Is  the  margin  of  security  nar- 
row or  wide  ?  If  wide,  less  danger  of  the  reaction  mentioned 
above  will  be  incurred. 

No  pretense  is  made  that  the  foregoing  discussion  is  com- 
plete or  exhaustive.  It  is  merely  hoped  that  the  analysis  may 
make  more  plain  some  of  the  complex  factors  involved  and 
may  thereby  aid  somewhat  in  coming  to  an  understanding  of 
the  problem.  It  is  evident  from  the  experience  of  some  of  the 
cities  of  western  Canada  that  buildings  may  be  untaxed  with- 
out disastrous  consequences  and  with  some  distinct  social 
advantages.  The  experience  of  other  municipalities  in  the 
same  region  shows  that  the  exemption  of  improvements  is  a 
dangerous  instrument  under  some  conditions.  If  imposed  not 
too  rapidly,  where  land  values  are  increasing  enormously, 
little  difficulty  will  be  experienced  in  the  transition.  If  de- 
pended upon  as  the  principal  source  of  revenue  in  a  region 
where  values  are  highly  speculative,  unsatisfactory  results 
are  to  be  expected  in  a  time  of  depression.  The  Canadian 
plan  has  some  attractive  points  and  it  has  some  weak  ones. 
It  impresses  the  student  as  a  somewhat  bungling  way  to  get 
the  results  desired,  if  indeed  the  desire  to  see  the  single  tax 
established  be  excluded  from  consideration.  Even  if  it  be  ad- 
mitted that  land  should  bear  a  greater  part  of  the  burden 
than  it  has  borne  in  the  past,  the  end  can  be  accomplished 
by  less  awkward  methods.  To  devise  a  method  which  will  not 
outrage  the  feeling  present  in  so  many  of  us  that  investments 
already  made  should  be  safeguarded  and  which  yet  will  secure 
for  public  uses  a  substantial  share  of  the  future  undiscounted 
site  value  of  the  land  of  our  country,  is  the  task  to  which  we 
must  set  our  hands. 


SHOULD    PUBLIC    UTILITIES    BE    ASSESSED    FOR 
TAXATION  BY  PUBLIC  SERVICE  COMMISSIONS? 

F.  N.  Fletcher 
Former  Member  of  the  Nevada  Tax  Commission. 

The  past  generation  has  witnessed  a  tremendous  develop- 
ment of  that  class  of  business  enterprises  known  as  public 
utilities,  so  called  because  they  have  for  their  object  the  per- 
formance for  individuals  in  the  aggregate  that  which  the  in- 
dividual formerly  performed  for  himself.  One  of  the  most 
striking  and  important  results  of  this  development  has  been 
the  enormous  amounts  of  property  either  developed  where  it 
did  not  formerly  exist,  or  transformed  into  new  classes  of 
property  by  the  nature  of  the  business  itself.  To  the  credit 
of  the  public  utilities  it  can  be  said  that  only  in  rare  instances, 
if  in  any,  has  there  been  a  failure  on  their  part  to  perform 
services  for  the  individual  more  economically  than  he  could 
possibly  perform  the  same  for  himself.  On  the  whole,  and 
of  necessity'',  economy  of  administration  has  been  and  must 
continue  to  be  the  foundation  on  which  corporations  can  suc- 
cessfully compete  with  individual  effort.  But  while  the  public 
utilities  were  rendering  services  to  the  individual  at  a  saving, 
and  often  a  great  saving,  to  the  latter,  it  not  infrequently 
happened  that  most  gratifying  and  even  startling  profits  ac- 
crued to  the  corporations.  Under  our  old  ways  of  thinking 
and  our  old  spirit  of  legislation  it  was  nobody's  business  what 
the  profits  were  so  long  as  the  service  rendered  was  fairly 
satisfactory.  The  corporation  could  charge  all  the  traffic 
would  bear  and  be  well  within  its  rights.  It  was  perfectly 
natural  that  it  took  advantage  of  its  opportunities.  Few 
tendencies  in  American  public  thought  have  been  more  signi- 
ficant, more  fraught  with  far-reacliiug  consequences,  than 
the  change  from  the  individualistic  to  the  socialistic  point  of 
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view  which  has  marked,  logically  no  doubt,  the  same  period 
of  time  that  has  witnessed  the  great  development  of  cor- 
porate organization  in  the  United  States.  From  the  old  let- 
alone  policy  of  the  public  and  the  public-be-damned  attitude 
of  the  corporations  we  have  swung  around  to  a  degree  of  public 
interference  in  the  management  of  public  utility  corporations 
that  is  believed  by  many  to  approach,  if  it  has  not  reached, 
the  danger  point;  while  the  corporations  now  have  for  their 
chief  anxiety  the  task  of  finding  out  what  the  public  really 
wants.  This  changed  attitude  on  the  part  of  the  public  has 
come  about  from  the  conviction,  based  on  wider  knowledge, 
that  the  public  is  not  only  a  party  to  the  contract  in  the 
charter  of  all  public  service  corporations,  but  that  it  is  the 
chief  party  thereto ;  that  the  utility  corporation  is  the  servant 
and  the  public  is  rightfully  the  master;  that  in  the  final 
analysis  the  public  is  the  ultimate  investor  in  the  property 
built  up  by  the  corporation. 

This  new  attitude  on  the  part  of  the  public  has  brought  with 
it,  or  is  bringing  with  it,  the  sober  realization  that  if  the 
public  rightfully  demands  that  the  service  corporations  re- 
spect its  rights  it  is  equally  bound  to  respect  all  the  rights  of 
the  corporations.  It  is  without  the  scope  of  this  paper  to 
discuss  the  effect  which  this  new  public  attitude  has  on  in- 
vestments in  public  utilities,  but  I  venture  a  brief  remark: 
there  is  a  very  general  complaint  to  the  effect  that  owing  to 
public  regulation  of  public  utilities  it  is  no  longer  possible, 
or  at  best  is  extremely  difficult,  to  obtain  capital  for  this  class 
of  investments.  There  is  doubtless  some  basis  for  the  com- 
plaint. But  a  careful  investigation  would  probably  disclose, 
first,  that  really  needed  utilities  are  nowhere  languishing  for 
needed  capital  because  of  the  fear  of  public  regulation;  and, 
second,  that  where  capital  refuses  to  go  in  it  is  becaiise  public 
regulation  no  longer  allows  the  public  to  be  exploited  by  huge 
promotion  profits.  A  return  to  the  old  let-alone  policy  would 
doubtless  result  in  the  loosening  of  capital  for  those  enter- 
prises through  which  the  promoter  was  wont  to  discount  the 
future.  This  would  bring  prosperity  to  the  promoter  and  a 
quasi  prosperity  to  portions  of  the  public,  but  in  the  end  the 
public  would  pay  dearly  for  it.     The  public  can  afford  to 
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deal  generously  with  capital  invested  in  utilities;  it  is  bound 
in  common  honesty  to  be  just,  but  there  is  no  marked  indica- 
tion that  it  intends  to  be  again  lax  in  the  duty  of  regulation. 
The  day  of  huge  promotion  profits  in  utility  investments  has 
probably  passed,  but  the  day  has  come  when  the  public  will 
ungrudgingly  allow  a  fair  return  on  a  fair  investment.  The 
time  has  come  when  a  corporation  can  by  taking  the  public 
into  its  confidence  demand  and  secure  not  only  just  but 
generous  treatment  from  the  people.  That  corporations  ap- 
preciate this  may  be  seen  in  the  hopeful  fact  that  they  are 
relying  more  and  more  upon  the  services  of  high-class  men  in 
their  dealings  with  the  legislatures  and  the  people,  and  less 
and  less  upon  the  cheap  politician  and  the  insidious  lobbyist. 

The  point  of  all  this  is  that  the  public  and  the  corporations 
are  discovering  their  mutual  relations  and  respecting  their 
distinctive  rights.  The  public  has  learned  that  only  through 
expert  knowledge  could  reasonableness  of  service  both  as  to 
quality  and  charges  be  determined,  and  only  through  collective 
action  could  it  be  secured.  Out  of  this  have  come  the  public 
service  commissions  charged  with  the  duty  to  investigate  and 
invested  with  the  power  to  regulate.  Theirs  has  been  a  monu- 
mental task  involving  a  tremendous  responsibility.  On  the 
whole  it  has  been  most  creditably  performed. 

Involved  in  the  relationship  existing  between  the  public 
and  the  utility  corporations,  outside  the  questions  of  reason- 
ableness of  rates  and  quality  of  service,  is  the  further  question 
as  to  what  the  public  may  fairly  demand  from  the  corporations 
by  way  of  taxation  as  their  fair  share  of  the  cost  of 
government.  Here  too  the  public  has  been  learning  the  abso- 
lute necessity  of  expert  knowledge  based  on  careful  investiga- 
tion in  the  determination  of  values  for  purposes  of  taxation, 
in  place  of  the  hit-or-miss  methods  of  the  ordinary  assessor 
compelled  to  accept  the  valuation  given  by  the  corporation 
itself,  and  without  means  of  checking  the  correctness  or  in- 
correctness thereof.  To  the  question  :  shall  valuation  for  taxa- 
tion be  based  on  intelligent  investigation  or  on  guess-work? 
there  can  be  but  one  sensible  reply. 

This  brings  us  to  the  question  I  am  asked  to  discuss: 
"  Should  Public  Utilities  be  Assessed  for  Taxation  by  Public 
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Service  Commissions  ? "  In  other  words  is  it  proper  and  fair 
that  a  commission  having  the  rights  and  duties  of  an  inquisi- 
torial body  for  the  investigation  of  the  books,  records,  and 
inside  information  of  a  utility  corporation  for  the  purpose  of 
determining  the  reasonableness  of  its  rates  and  its  service,  is  it 
proper  and  fair  that  such  a  commission  with  the  information 
thus  obtained  for  a  particular  purpose  should  turn  about  and, 
assuming  an  official  character  quite  distinct,  make  use  of  the 
information  for  a  purpose  altogether  different  ?  Closely  allied 
to  the  question  itself  are  two  co-ordinate  questions  that  will 
first  be  briefly  discussed.  First  the  mooted  question:  shall 
public  utilities  be  taxed  at  all  ?  In  the  case  of  those  utilities 
which  still  exist  unregulated  by  public  service  commissions, 
governed  in  their  service  and  rates  only  by  the  faint  menace 
of  competition  in  case  rates  are  too  high  or  service  too  poor, 
managed  largely  if  not  solely  for  the  benefits  of  the  stock- 
holders and  charging  all  the  traffic  will  bear,  there  is  no  ques- 
tion that  such  utilities  should  be  taxed  with  as  near  approach 
to  intelligent  valuation  as  conditions  allow.  In  the  quite  dif- 
ferent case  of  utilities  under  the  intelligent  and  continuous 
regulation  of  public  service  commissions  it  really  makes  little 
difference  to  the  utilities  whether  they  are  taxed  or  not.  If 
taxed  the  amount  of  the  taxes  is  added  to  the  expense  of 
operation,  and  rates  are  allowed  to  cover  expenses.  In  prac- 
tice it  may  not  work  out  so  exactly  as  it  does  in  theory,  but 
in  general  it  may  be  fairly  claimed  that  it  matters  little  to  a 
public  utility  corporation  whether  it  is  taxed  or  not  provided 
its  rates  are  fairly  and  intelligently  regulated  by  a  public 
service  commission.  The  incidence  of  its  taxation  is,  properly 
enough,  passed  on  to  the  consumer. 

But  aside  from  the  effect  upon  the  utility  what  interest  has 
the  public  in  its  taxation  ?  Plainly  the  exemption  from  taxa- 
tion of  utility  property  either  results  in  relieving  such  prop- 
erty from  its  fair  share  of  the  cost  of  government,  or  by 
reducing  rates  makes  for  the  advantage  of  those  served  by 
the  utility  at  the  expense  of  all  taxpayers  within  the  taxing 
unit  who  are  not  served  by  the  utility.  It  might  happen,  for 
instance,  that  the  property  of  some  public  utility  would  equal 
five  per  cent  or  more  of  the  entire  value  of  all  the  property  in 
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an  entire  county,  while  it  served  less  than  half  of  the  popula- 
tion; if  such  property  were  exempted  from  taxation  and  the 
rates  of  its  service  correspondingly  decreased,  the  entire 
benefit  would  accrue  to  the  consumers  while  the  entire  loss 
would  fall  upon  the  taxpayers  outside  the  community  served 
by  the  utility.  This  would  be  true  also  in  the  loss  of  state 
taxes  in  the  ratio  which  the  value  of  the  exempted  property 
bore  to  the  state's  valuation. 

The  same  reasoning  holds  true  even  in  case  of  a  public 
utility  owned  by  a  municipality;  its  exemption  from  taxation 
adds  to  the  tax  burden  of  all  other  property  within  the  taxing 
unit,  and  by  cheapening  rates  of  service  gives  an  unfair  ad- 
vantage to  those  taxpayers  served  by  the  utility.  Except 
where  the  service  is  co-terminous  with  the  taxing  unit,  and  in 
this  country  this  would  be  statewide,  no  public  utility  prop- 
erty should  be  exempt  from  taxation,  whether  privately  or 
publicly  owned.  When  it  is  recalled  that  the  value  of  public 
utility  property  in  the  United  States  is  approaching  the  pro- 
digious sum  of  nine  billion  dollars  the  serious  importance  of 
this  matter  becomes  apparent.  No  one  is  injured  by  keep- 
ing the  tax  on  the  utility ;  but  always  inequitable  taxation  re- 
sults from  taking  it  off.  The  public  should  watch  with  jealous 
care  any  movement  having  for  its  object  the  exemption  of  any 
class  of  property  from  its  share  of  taxation;  and  it  matters 
little  in  principle  or  in  practice  whether  the  property  belongs 
to  a  few  hundred  stockholders  or  to  as  many  thousands  of 
citizens  who  by  virtue  of  their  residence  would  reap  the  entire 
benefit  of  the  exemption. 

Assuming  that  public  utilities  should  be  taxed,  it  becomes 
a  matter  of  interest  to  consider  whether  the  valuation  used 
for  the  determining  of  rates  should  also  be  used  for  the 
assessment  of  taxes.  "While  trained  minds  versed  in  the 
science  of  taxation  find  little  difficulty  in  ascribing  different 
values  for  different  purposes  to  the  same  property  it  is  not  so 
simple  to  the  layman.  Broadly  speaking,  however,  it  is  clear 
that  rates  are  largely  based  on  what  has  been  put  into  the 
property  as  investment,  while  taxes  are  largely  based  on  what 
is  taken  out  as  income;  the  one  is  an  investment  value,  the 
other  an  income  or  market  value.     Under  constant  and  proper 
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relation  of  rates,  however,  the  difference  in  valuation  would 
be  slight,  and  in  fact  should  ultimately  disappear,  for  it  is 
evident  that  the  fixing  of  the  rates  is  the  controlling  factor  in 
the  market  value  of  the  utility.  In  states  where  the  laws  con- 
trolling rate  making  and  tax  assessment  are  at  variance,  the 
results  in  valuation  for  the  two  purposes  will  naturally  vary ; 
but  this  is  an  illogical  situation  which  proper  legislation  may 
be  expected  to  remedy. 

Just  a  word  as  to  the  cost  value  and  present  value  of  lands 
owned  by  public  utilities,  in  their  relation  to  rate  making 
and  taxation.  If  the  increment  of  increased  value  in  the  lands 
owned  by  the  corporation  and  used  for  public  convenience,  an 
increase  not  of  usefulness  but  of  selling  price,  is  to  be  added 
to  the  value  for  rate-making  then  of  course  it  should  be  added 
to  the  value  for  assessment.  The  trend  of  court  decisions 
seems  to  be  toward  allowing  utilities  to  increase  their  rates  to 
cover  the  increase  in  the  market  value  of  their  lands  used  for 
utility  purposes.  On  the  other  hand,  the  reports  of  public 
service  commissions,  including  the  Interstate  Commerce  Com- 
mission, are  on  the  whole  rather  strongly  against  such  pro- 
cedure. Public  opinion  regarding  public  utilities  is  still  in 
a  state  of  flux,  and  while  court  decisions  reflect  the  legisla- 
tions of  former  days,  the  opinions  of  the  commissions  will 
largely  influence  the  legislation  of  the  days  to  come.  That  the 
public  sense  of  justice,  which  will  be  the  final  arbiter,  will 
consent  to  the  doctrine  that  land  once  dedicated  to  the  public 
use  at  a  fair  value  shall  subsequently  take  on  an  increased 
rate-making  value  from  causes  quite  outside  its  public  use, 
and  that  this  increase  shall  be  paid  for  by  the  public  which 
has  created  it,  may  well  be  questioned.  If,  however,  through 
legislation  and  court  decisions  the  doctrine  obtains  that  this 
ever-increasing  value  belongs  to  the  corporation  and  must  be 
provided  for  in  the  rates  allowed,  the  only  hope  for  fixed  and 
moderate  rates  would  lie  in  public  ownership. 

It  is  clear,  then,  that  if  public  utilities  are  to  be  taxed 
justice  to  all  concerned  demands  that  the  assessment  shall  be 
based  on  knowledge  derived  from  expert  investigation;  it  is 
also  clear  that  whether  the  rate-making  value  differs  from 
the  taxation  value  or  not,  the  essential  facts  on  which  both 
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are  based  are  the  same ;  in  other  words,  while  the  rate-making 
and  the  assessing  powers  may,  indeed  must,  use  the  facts  for 
different  purposes,  both  must  use  the  same  set  of  facts.  From 
the  public  standpoint  there  seems  to  be  no  argument  against  a 
public  service  commission  fixing  the  value  of  a  public  utility 
for  taxing  purposes,  and  in  the  important  matter  of  investi- 
gation there  is  strong  economic  reason  for  it. 

What  shall  be  said  of  this  procedure  from  the  standpoint 
of  the  utilities?  We  are  all  familiar  with  the  attitude  of 
the  shrewd  old  farmer  who  in  reply  to  the  query  of  the 
stranger  who  asked  him  as  to  the  value  of  his  cows  replied : 
"  Be  you  the  railroad  claim  agent,  or  be  you  the  assessor?" 
This  is  a  case  where  the  distinction  between  value  for  rate 
making  and  value  for  taxation  is  clear  even  to  the  layman. 
In  those  states  where  the  rate  making  and  the  assessing  powers 
are  lodged  in  the  same  commission  there  may  come  moments 
of  grim  humor  when  arguments  favoring  high  rates  for  a 
certain  utility,  based  on  the  high  cost  of  the  same,  are  com- 
pared with  arguments  for  a  low  tax  assessment  on  the  same 
utility,  based  on  low  returns.  Able  attorneys  present  both 
arguments  gracefully,  and  there  seems  to  be  no  valid  objection 
to  the  same  commission  hearing  both  arguments  and  deciding 
both  issues.  Indeed,  from  the  standpoint  of  the  utilities,  to 
have  valuation  for  both  rate  making  and  taxation  determined 
by  one  expert  commission  is,  as  the  tax  attorney  of  a  large 
public  service  corporation  recently  expressed  it,  "  theoreti- 
cally ideal."  In  practice,  however,  where  utilities  are  as- 
sessed for  taxes  by  public  service  commissions,  and  other  prop- 
erty by  local  assessors,  it  is  almost  sure  to  result  in  a  con- 
siderable increase  in  the  assessed  value  of  the  utilities  without 
a  corresponding  increase  in  the  assessed  value  of  other  prop- 
erty ;  and  this  manifestly  works  injustice  either  to  the  utilities 
or  to  that  portion  of  the  public  which  they  serve.  The  cure 
for  this  injustice  lies  in  placing  the  entire  control  of  the 
assessing  power  in  the  hands  of  a  single  commission  wliich 
would  either  be  the  public  service  commission,  or  which  would 
accept  the  value  fixed  by  that  commission  on  public  utility 
property  and  would  proceed  to  equalize  the  assessed  value  of 
other  property  on  the  same  scientific  basis.     Whether  a  pub- 
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lie  service  commission  can  also  perform  the  duties  of  a  tax 
commission  efficiently  is  doubtful.  In  a  small  state  a  single 
commission  might  perform  the  two-fold  task,  but  in  most 
states  it  would  be  impossible.  In  no  state  should  the  serious 
work  of  rate  making  and  tax  assessing  be  left  to  ex-officio 
commissions  which  are  notoriously  inefficient. 

Finally,  then,  to  the  question:  **  Should  Public  Utilities 
be  Assessed  for  Taxation  by  Public  Service  Commissions?"  my 
answer  would  be  affirmative,  with  some  qualifications.  Even 
in  states  where  local  assessors  are  compelled  by  law  to  accept 
the  valuations  of  utilities  as  fixed  by  the  public  service  com- 
missions the  method  is  a  big  improvement  over  the  old  way; 
it  would  be  a  better  method  for  the  public  service  commission 
to  have  the  power  to  assess  all  classes  of  property,  or  to  act 
with  a  commission  having  such  power,  which  in  most  states 
would  be  the  only  practical  plan.  A  centralized  power  which 
would  fix  the  assessed  valuation  of  all  classes  of  property  on 
the  results  of  careful  and  scientific  investigation  offers  the 
only  practical  method  of  arriving  at  an  equitable  assessment, 
which  is  the  first  and  most  important  step  toward  fairplay  in 
taxation. 
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Mr.  G.  B.  Ocheltree,  of  California:  I  represent  a  public 
utility,  the  Home  Telephone  Company,  and  I  want  to  commend 
the  paper  that  has  just  been  read.  It  shows  very  much  care- 
ful thought  and  a  very  keen  perception  of  the  relation  of  pub- 
lic utilities  to  the  state,  particularly  with  reference  to  matters 
of  rate  making  and  taxation.  It  is  certainly  a  very  able 
document.  I  think  it  hits  the  nail  squarely  on  the  head,  and 
the  public  utilities  generally  will  only  be  too  glad  to  have 
their  properties  taxed  in  accordance  with  the  ideas  laid  down 
here  by  the  gentleman  from  Nevada.  He  is  certainly  very 
much  in  advance  of  the  time,  and  I  commend  the  state  of 
Nevada  on  having  brought  this  paper  through  one  of  the 
representatives  of  their  body.  It  certainly  is  very  appropriate 
and,  as  I  said,  hits  the  nail  squarely  on  the  head.  I  hope  the 
tax  commission  we  are  looking  forward  to  in  California  will 
take  a  lesson  from  this  because  it  is  the  thing  we  need;  the 
ideas  as  presented  are  fair,  fair  to  the  public,  fair  to  the 
utility ;  and  if  we  can  have  our  California  law  modeled  along 
this  line,  I  think  we  shall  all  be  happy. 

Mr.  J.  F.  ZoLLER,  of  New  York :  I  do  not  feel  competent  to 
discuss  this  subject  from  the  technical  standpoint  because  I 
know  very  little  about  the  taxation  of  public  service  corpora- 
tions, but  I 'feel  that  if  we  are  going  to  make  our  tax  com- 
missions experts  and  judges  of  tax  matters,  that  the  better 
way  to  do  that  would  be  to  give  them  the  taxation  of  all 
property.  Our  public  service  commissions  are  interested  in 
other  subjects ;  that  is  the  subject  of  regulation  of  public  ser- 
vice corporations  and  the  subject  of  rate  making.  I  think  if 
those  are  done  properly  by  public  service  commissions  that 
they  will  have  their  hands  full  without  taking  up  another 
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subject,  that  is,  the  subject  of  taxation.  I  cannot  conceive  of 
any  commission  being  more  capable  of  handling  tax  matters 
than  a  tax  commission.  I  have  always  felt  that  a  tax  com- 
mission should  really  be  called  and  should  be  a  tax  court, 
rather  than  a  commission ;  should  be  expert  judges  of  the  law 
and  its  application  in  connection  with  tax  matters,  I  hope 
the  time  will  come  when  there  will  be  no  appeal  from  a  tax 
commission  except  upon  questions  of  law  to  the  last  court. 
I  think  that  we  probably  have  in  this  country  as  good  courts 
as  they  have  anywhere,  but  the  subject  of  taxation  is  such  that 
I  sometimes  doubt  if  a  court  has  the  time  to  give  all  its  de- 
cisions the  attention  that  they  require ;  and  I  think  perhaps 
that  our  reports  are  full  of  decisions  in  which  mistakes  have 
been  made  by  the  courts  in  writing  opinions  upon  tax  matters. 
Now,  a  commission,  if  it  stays  in  office  long  enough — and  I 
believe  it  should  be  retained — will  eventually  be  able  to  give 
opinions  from  which  there  should  be  no  need  of  appeal.  If 
we  give  the  public  commission  tlie  subject  of  taxation,  then 
we  are  dividing  the  responsibility  of  that  commission  and  we 
are  taking  it  away  from  the  commission  which,  in  my  opinion, 
is  the  best  qualified  to  treat  all  tax  matters. 

Mr.  R.  Adams,  of  Nevada :  In  Nevada  the  tax  commission 
is  composed  of  the  three  members  of  the  public  utility  com- 
mission, which  is  also  our  railroad  commission,  the  governor 
ex-officio  and  one  appointed  member,  the  secretary.  Three 
out  of  five  therefore  are  members  of  the  public  utility  com- 
mission. Sometimes,  by  virtue  of  the  high  character  of  the 
men  who  operate  it,  a  system  works  better  than  it  might  be 
expected  to  work.  I  think  our  system  is  working  well;  and 
under  the  circumstances  I  will  not  criticize  it  at  all  for  home 
use,  because  it  is  doing  too  much  good  work.  But  the  system 
as  a  system  I  believe  should  not  be  copied.  We  have  a  small 
population  in  our  state  and  it  is  possible  for  one  commission 
to  be  a  public  utility  commission,  taking  the  point  of  view 
of  a  public  utility  commission,  and  then  turn  around  and, 
sitting  as  a  tax  commission,  shift  its  point  of  view  and  in  an 
appropriate  way  be  a  tax  commission.  But  to  the  extent  that 
a  commission  was  not  able  to  shift  the  point  of  view,  the  result 
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might  be  as  we  had  it  four  years  ago  under  a  state  board  of 
assessors.  This  board  assessed  public  utilities — not  all,  but 
the  railroads  at  least — and  they  had  the  benefit  of  the  expert 
advice  of  the  railroad  commission  in  that  work ;  and  then  most 
of  the  other  property  of  the  state  was  assessed  by  the  local 
assessors  in  the  good  old-fashioned  way.  As  a  consequence 
the  railroad  property  was  assessed  on  the  basis  of  expert  abil- 
ity and  the  rest  of  the  property  on  quite  a  different  basis. 
The  outcome  was  this,  that,  say  by  1912,  the  railroads  were 
being  assessed  at  about  fifty  per  cent  of  what  they  were  worth 
on  a  fair  economic  basis,  while  the  other  important  property  of 
the  state  would  range  largely  from  ten  to  thirty  per  cent  of  its 
value ;  in  other  words,  we  had  one  type  of  property  being  as- 
sessed by  experts  and  another  not ;  and  if  you  have  the  public 
utility  commission  act  as  a  tax  commission,  it  is  likely  to  be 
expert  on  the  public  utility  side  and  less  expert  on  the  other 
side.  So  I  believe  a  separate  tax  commission  for  most  states 
would  be  the  better  solution  of  the  problem. 

Prof.  T.  S.  Adams  :  We  have  had  a  very  interesting  experi- 
ence with  this  problem  in  Wisconsin,  and  curiously  enough  it 
presents  itself  in  quite  a  different  form  from  that  described 
by,  Mr.  Fletcher.  In  the  state  of  Wisconsin  the  valuations 
made  by  the  tax  commission  have  been  higher  than  the  valua- 
tions made  by  the  railroad  commission ;  and  the  proposal  to 
have  the  valuation  of  public  utilities  made  by  the  railroad 
commission  carried  with  it,  I  think,  at  least  a  strong  implica- 
tion and  suggestion  that  valuations  for  purposes  of  taxation 
should  be  identified  with  valuations  for  purposes  of  rate 
regulation. 

In  general  I  think  it  is  very  undesirable  that  these  two  tasks 
should  be  performed  by  the  same  commission.  Taxation  and 
assessment  bring  down  on  the  officials  who  administer  the  law 
much  criticism  and  ill-feeling.  They  arouse  class  feeling 
and  antagonism.  I  believe  that  other  things  being  equal,  it 
is  exceedingly  desirable  that  a  public  service  commission 
should  be  if  possible  absolved — removed  from  such  influences. 
That,  however,  is  a  comparatively  minor  consideration.  I  be- 
lieve, secondly — and  this  is  a  more  important  consideration — 
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that  tax  values  are  inherently  different  from  valuations  for 
purposes  of  rate  regulation,  and  on  occasions  and  at  times 
may  differ  from  valuations  for  purchase;  and  that  the  per- 
formance of  ';hese  two  tasks  by  the  same  body  would  inevitably 
operate  to  identify  the  two  valuations ;  that  the  public  would 
expect  such  identification,  and  that  the  commission  would  yield 
to  this  expectation.  And  I  believe  that  the  identification  of 
tax  valuations  and  rate  valuations  is  particularly  vicious  be- 
cause I  hold  that  in  general  tax  valuations  should  be  higher 
for  successful  public  utilities  than  valuations  for  rate  making 
and  that,  per  contra,  valuations  for  unsuccessful  public  utili- 
ties should  be  lower  than  valuations  of  the  same  utilities  for 
rate  regulation;  so  that  the  identification  of  these  two  sets 
of  valuations  is  particularly  vicious,  tending  to  raise  the 
tax  valuations  of  unsuccessful  public  utilities,  and  tending 
to  pull  down  or  lower  tax  valuations  of  successful  public 
utilities. 

But  I  want  to  go  further  and  suggest  for  your  consider- 
ation this  proposition :  that  even  though  the  work  of  the  regu- 
lating body  be  perfectly  done,  and  the  valuation  for  regula- 
tion be  determined  with  absolute  accuracy,  that  even  under 
such  assumed  conditions  there  is  justification  for  two  distinct 
valuations.  In  other  words  the  two  valuations  may  be,  and 
frequently  are,  separate  and  distinct  and  different  things — 
permanently  different — particularly  in  the  case  of  successful 
corporations.     This  may  best  be  shown  by  an  illustration. 

Let  us  suppose  that  a  corporation  invests  a  million  dollars 
in  a  given  enterprise  and  that  the  rate  commission  subse- 
quently ascertains  or  finds  one  million  dollars  to  be  its  valu- 
ation for  purposes  of  rate  regulation.  Let  us  assume  further 
that  this  commission  finds  that  with  the  risks  inherent  in 
public  utility  business  the  investment  should  be  allowed  a 
return  of  seven  and  one-half  per  cent,  which  will  give  the 
corporations  on  this  valuation,  or  on  this  investment,  a  re- 
turn of  $75,000  a  year.  Now  this  rate  of  return  must  in 
justice  cover  the  risks  and  hazards  of  the  business.  Nobody 
denies  that,  and  it  is  only  a  question  of  how  much  the  rate 
of  return  shall  be.  I  have  assumed  seven  and  a  half  per  cent, 
but  the  exact  rate  is  not  significant  so  long  as  we  agree  that 
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whatever  the  rate  is,  or  ought  to  be,  it  must  cover  the  risk 
and  hazard  attendant  upon  all  such  investment.  Now  sup- 
pose this  corporation  surmounts  those  risks ;  suppose  it  meets 
the  hazards  and  overcomes  them;  suppose  it  establishes  itself 
and  becomes  a  successful,  high-class  property.  Then  I  say 
such  an  established  property  can  be  sold  on  far  better  than  a 
seven  and  one-half  per  cent  basis.  The  property  is  worth 
more;  it  could  be  capitalized  at  a  lower  rate  than  seven  and 
one-half  per  cent ;  its  value  must  necessarily  be  different  after 
time  and  experience  have  established  the  fact  that  it  is  going 
to  be  successful.  In  other  words,  whatever  the  rate  which 
represents  or  measures  a  fair  return,  that  rate  must  give  scope 
and  place  to  elements  of  initial  risk  and  hazard  which,  when 
these  risks  have  been  met  and  overcome,  do  not  enter  into  the 
rate  at  which  the  earnings  are  capitalized  to  determine  market 
value  or  tax  value. 

To  continue  the  illustration  we  may  assume  that  the  suc- 
cessful corporation  in  question — after  surmounting  initial 
risks — could  be  sold  on  a  six  per  cent  basis.  Its  selling  or 
commercial  value  would  therefore  be  not  $1,000,000  but 
$1,250,000 — and  I  want  to  repeat  that  the  exact  rates  chosen 
are  not  significant.  The  essential  truth  is  tliat  after  a  new 
enterprise  makes  good  the  one  rate  sliould  be  lower  than  the 
other  rate.  The  rate  of  return  allowed  by  a  public  service 
commission  covering  hazard  and  risk  of  investment  must  be 
higher  than  the  rate  of  capitalization  used  by  the  taxing  body 
after  that  hazard  and  risk  have  been  met ;  and  I  think  that  is 
a  fundamental,  permanent  reason  wliy  valuation  for  rate 
regulation  and  for  taxation  must  differ;  particularly  in  the 
case  of  the  successful  corporation.  There  should  be  a  re- 
verse difference  in  the  case  of  an  unsuccessful  corporation 
and  the  tax  valuation  should  in  equity  and  logic  be  lower. 
I  do  not  see  how  these  conclusions  can  be  avoided  unless  we 
are  to  deny  a  return  to  or  compensation  for  risk ;  permitting 
the  corporation  to  suffer  aU  the  losses  when  its  expectations 
are  not  realized,  but  denying  it  the  corresponding  and  com- 
pensating premium  when  it  makes  good. 

Mr.  Harden  Bennion,  of  Utah :  Would  it  not  be  a  fact  then 
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that  your  rate-making  commission  would  come  in  and  establish 
a  new  value  for  rate-making  purposes? 

Prof.  T.  S.  Adams:  No,  I  think  not.  That  bonus  repre- 
sented by  the  $250,000  in  my  illustration  ought  to  be  retained 
by  the  corporation.  If  the  corporation  risks  $1,000,000  and 
then  establishes  a  very  successful  business,  it  should  in 
my  opinion  be  permitted  to  sell  out  and  take  $1,250,000,  for 
the  simple  reason  that  in  more  cases  than  not  it  will  lose 
$250,000  and  when  it  sells  will  be  able  to  get  only  $750,000 
or  less;  and  you  cannot  expect  private  capital  to  invest  in 
public  service  business,  you  cannot  maintain  an  even  scale 
between  government  ownership  and  private  enterprise,  unless 
you  balance  the  very  real  possibility  of  loss  with  a  correspond 
ing  expectation  or  possibility  of  gain.  Your  point  was  that 
after  the  investors  make  good,  we  should  lower  the  rate,  say 
from  seven  and  one-half  to  six  per  cent.  I  say  never.  If 
they  have  made  good  they  have  earned  a  profit;  if  they  lose 
they  must  take  the  loss;  and  the  two  things  go  together.  If 
you  do  not  treat  them  together  you  are  putting  public  service 
enterprise  in  this  country  on  a  skid,  a  greased  skid  that  will 
land  us  in  government  ownership.  I  do  not  object  to  having 
the  question  of  government  ownership  fought  out  fairly. 
Perhaps  it  is  wise.  But  I  do  not  believe  in  adopting  theories 
of  rate  regulation  and  of  valuation  for  public  purchase  which 
will  force  the  utility  enterprises  of  this  country  into  the  hands 
of  the  municipalities.  As  a  matter  of  fact  this  adoption  of  a 
basis  for  rate  regulation  should  never  have  been  called  a 
' '  valuation. ' '  It  really  is  the  establishment  of  a  fair  amount 
upon  which  reasonable  earnings  should  be  allowed. 

There  is  at  least  one  state  in  which  confusion  on  this  sub- 
ject is  not  unlikely  to  lead  to  mischief.  That  state  has  a  pro- 
vision by  which  municipalities  may  take  over  or  purchase  pub- 
lic utilities  at  a  valuation  fixed  by  the  public  service  com- 
mission ;  and  they  have  talked  so  long  and  constantly  in  that 
state  about  a  controlling  "  valuation  " — the  valuation — that 
they  have  come  more  or  less  to  identify  the  valuation  for  rate 
regulation  with  the  valuation  for  purchase.  The  valuation 
for  purchase  in  my  opinion  should  be  not  the  "  valuation  " 
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for  rate  regulation,  but  the  capitalized  value  of  the  allowable 
or  reasonable  amount  of  annual  earnings.  But  the  rate  of 
capitalization  in  the  last  case  should  be  the  market  rate  which 
investors  would  be  willing  to  use  in  valuing  the  plant  and 
property  for  private  enterprise.  To  recur  again  to  my  il- 
lustration of  a  successful  corporation  the  purchase  price  should 
be  $1,250,000  not  $1,000,000.  To  permit  the  municipality  to 
buy  or  condemn  at  $1,000,000  means  this :  it  can  stand  off  and 
wait  for  a  utility  enterprise  to  brave  the  initial  risks  and 
work  through  the  development  period.  If  the  corporation  fails 
the  municipality  does  not  have  to  buy  or  it  may  buy  at  a 
figure  much  less  than  the  investment.  But  if  the  corporation 
makes  good  then  it  can  go  in  and  buy  at  a  figure  which  re- 
lieves the  municipality  of  all  the  initial  risks  and  hazard. 
This  is  putting  an  illicit  premium  on  public  ownership.  It 
is  teaching  unconsciously  that  public  enterprise  may  avoid  or 
escape  these  risks  or  hazards:  an  utterly  false  lesson.  The 
risks  and  hazards  of  which  I  have  been  speaking  attach  to 
public  as  well  as  to  private  enterprise.  They  result  in  loss  in 
many  undertakings.  They  can  be  met  only  by  allowing  an 
equivalent  gain  or  profit  when  the  venture  is  successful.  This 
is  true  of  investments  by  the  public,  and  the  principal  for 
which  I  am  contending  should  control  the  regulation  of  rates 
chargeable  by  municipalities  when  ihej  own  and  operate 
utilities. 

Prop.  A.  A.  Young,  of  New  York :  I  would  like  to  ask  Dr. 
Adams  one  question.  Doesn't  his  point,  in  which  I  am  very 
much  interested,  depend  upon  the  assumption  that  valuation 
for  taxation  shall  include  the  "  corporate  excess  "  in  some 
form  or  other  ?  If  Dr.  Adams  accepts  as  true  the  conclusions 
of  the  very  admirable  report  made  to  our  Buffalo  Conference, 
that  the  taxation  of  public  service  corporations  should  be 
placed  upon  the  same  basis  as  that  of  other  property  used  for 
business  purposes,  and  if  that  conclusion  is  correct,  if  it  is 
sound,  is  there  any  more  reason  why  the  successful  public 
service  corporation  should  be  taxed  on  a  seven  and  one-half 
per  cent  basis  than  why  it  should  be  valued  for  rate  regula- 
tion upon  a  seven  and  one-half  per  cent  basis  ? 
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Prof.  T.  S.  Adams:  I  do  not  think  it  is  "  valued  for  re- 
gulation "  on  a  seven  and  a  half  per  cent  basis.  The  valu- 
ation for  regulation  is  not  made  by  capitalizing  earnings. 
The  tax  valuation  is  or  may  be  determined  by  capitalizing 
earnings.  Fortunately  in  nine  states  out  of  ten  the  valuation 
fixed  for  purposes  of  taxation  is  comparatively  a  simple  thing. 
We  do  not  meet  many  difficulties  that  inhere  in  the  valuation 
for  other  purposes.  Tax  value  is  the  selling  value,  the 
market  value.  That  is  usually  determined  by  definitions  of 
tax  value  in  the  statutes  and  in  the  court  decisions.  My  pro- 
position is  simply  that  a  successful  corporation  can  be  sold 
on  better  than  a  seven  and  one-half  per  cent  basis,  when  that 
basis  is  used  as  the  rate  of  return  allowed  for  purposes  of 
regulations,  including  risk  and  hazard.  Does  that  answer 
your  question? 

Prof.  A.  A.  Young:  I  don't  think  it  does  quite  meet  the 
question.  The  question  related  to  the  fact  that  the  taxation 
of  the  public  service  corporation  on  the  seven  and  one-half 
per  cent  basis  includes  the  corporate  franchise. 

Prof.  T.  S.  Adams:  The  Wisconsin  statute  specifically 
enumerates  "  the  franchise  "  as  one  of  the  things  to  be  cov- 
ered by  the  tax  valuation. 

Prof.  A.  A.  Young:  Suppose  that  one  take  as  his  premise 
the  conclusions  of  the  admirable  report  presented  to  the 
Buffalo  Conference  by  the  committee  on  the  taxation  of 
public  service  corporations.  The  conclusion  of  that  report, 
as  I  remember  it,  was  that  the  taxation  of  regulated  public 
service  companies  should  be  placed  on  the  same  basis  as  that 
of  other  business  enterprises.  I  do  not  mean  to  say  that  the 
methods  of  assessment  need  to  be  identical,  or  that,  for  ex- 
ample, a  gross  earnings  tax  might  not  in  some  cases  be  sub- 
stituted for  an  advalorem  tax;  but  it  seems  to  me  illogical 
to  tax  the  corporate  franchise  when  the  taxes  under  modern 
regulation  must  in  the  long  run  be  added  to  the  rates  paid 
by  the  users  of  the  public  utility.  In  short,  I  do  not  quite 
see    why    the    successful    corporation    in    Professor   Adams' 


120  NATIONAL,  TAX  ASSOCIATION 

hypothetical  case  should  necessarily  be  taxed  on  a  seven  and 
one-half  per  cent  basis. 

Prop.  T.  S.  Adams:  I  did  not  catch  Professor  Young's 
question.  The  tax  valuation  which  I  have  been  suggesting 
here  does  cover  franchise  value.  Your  point  is  that  the 
franchise  element  is  not  included  in  the  taxation  of  many  other 
business  concerns.  The  average  merchant,  for  instance,  pays 
on  no  franchise  value ;  is  that  the  point  ? 

Prop.  A.  A.  Young  :  Yes. 

Prof.  T.  S.  Adams  :  I  quite  agree  with  you  that  we  ought  to 
have  equality  in  that  connection.  The  same  concepts  of 
valuation  apply  to  the  utility  I  am  defending  as  apply  to  real 
estate.  Take  the  state  of  Wisconsin,  whose  conditions  I  know 
best;  realty  constitutes  over  80  per  cent  of  the  total  taxable 
valuation — the  total  assessment.  If  we  add  to  real  estate  bank 
stocks  and  one  or  two  properties  which  are  so  valued  as  to 
include  earning  capacity,  the  proportion  would  rise  to  ap- 
proximately 80  per  cent  of  the  taxable  propertj'.  Now  my 
practical  answer  to  your  question  is  this :  railroad  taxation 
is  correctly  equated  with  that  taxation,  when  the  franchise 
element  is  included,  because  the  same  elements  are  included 
in  the  taxation  of  real  estate  and  the  taxation  of  banks.  With 
respect  to  the  other  ten  per  cent  I  think  your  criticism  is 
partly  well  taken.  With  respect  to  merchants  and  manu- 
facturers and  similar  businesses,  elements  escape  taxation 
which  are  duly  taxed  in  the  case  of  real  estate,  banks,  railroads 
and  other  public  service  corporations.  On  such  businesses 
we  impose  an  income  tax  from  which  banks  and  public  service 
corporations  are  exempt.     This  restores  the  balance. 

Mr.  E.  B.  Howard,  of  Oklahoma:  I  am  not  prepared  to 
discuss  this  question  from  a  technical  standpoint,  but  we  have 
had  some  experience  in  Oklahoma.  We  have  had  a  corpora- 
tion commission  in  our  state  which  regulates  rates.  I  have 
just  finished  a  fort^'-seven  day  session  of  the  state  board  of 
equalization,  and  we  found  this  condition  to  exist,  that  these 


DISCUSSION— ASSESSMENT  OF  PUBLIC  UTILITIES       121 

public  utilities  for  the  purpose  of  rate-making  would  file  with 
our  corporation  commission  a  financial  report  which  included 
every  dollar  that  they  had  spent  and  some  they  imagined  they 
had  spent.  For  instance,  a  company  which  was  willing  to 
furnish  gas  to  one  of  our  towns  would  capitalize  at  a  couple 
of  hundred  thousand  dollars.  One  of  the  crowd  had  a  wild-cat 
lease  which  he  turned  into  his  company  for  $150,000,  and  then 
he  would  value  his  plant  for  $50,000,  claiming  an  investment 
of  $200,000  when  the  citizen  came  in  to  ask  for  a  rate.  And 
then  when  he  came  in  before  us  as  a  state  board  of  equalization 
he  would  show  us  that  he  only  had  $50,000  invested  and  that 
he  was  entitled  to  25  or  33%  per  cent  for  depreciation  on  that 
investment,  and  consequently  while  he  convinced  one  branch 
of  our  government  that  he  had  $200,000  invested,  when  he 
came  down  to  help  pay  for  supporting  that  government  he 
only  had  twenty  or  thirty  thousand  dollars  to  pay  taxes  on. 
In  view  of  that  situation  it  strikes  me  that  while  the  suggestion 
that  a  state  commission  should  handle  both  the  rate  matter  and 
the  matter  of  taxation  is  perhaps  not  the  ideal  one,  it  is  con- 
siderably better  than  the  system  which  we  have  in  our  state, 
and  which  I  believe  many  of  you  gentlemen  have  in  your 
states.  I  believe  that  there  should  be  either  a  system  of  this 
kind  or  a  system  where  an  expert  tax  commission  is  com- 
pelled to  work  in  co-operation  with  the  commission  that  fixes 
rates.  Another  example  from  our  state :  among  the  most  im- 
portant pro\dsions  in  the  long  constitution  of  Oklahoma  is 
that  relating  to  our  corporation  commission.  They  employed 
experts ;  they  made  investigations,  and  they  recommended  that 
the  railroads  of  Oklahoma  could  do  business  upon  a  two  cent 
fare  basis.  We  passed  a  two-cent-fare  act,  with  the  result, 
Mr.  Chairman,  that  when  we  got  into  the  courts  we  found  that 
while  our  public  service  corporation  commission  for  the  pur- 
pose of  fixing  rates  had  found,  after  careful  investigation  and 
report  by  exports,  that  these  companies  could  do  business  in 
Oklahoma  on  the  basis  of  a  two-cent  railroad  fare,  our  board 
of  equalization  under  an  old  and  obsolete  system,  had  fixed 
the  assessment  for  taxation  purposes  so  high  in  Oklahoma 
that  when  we  appeared  in  the  courts  our  own  assessment  was 
the  best  witness  for  the  defense.     I  say  to  you,  Mr.  Chairman, 
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that  while  having  the  same  commission  handle  both  things  may 
not  be  the  ideal  situation,  evidently  until  we  can  get  an 
expert  tax  commission  it  is  far  better  to  have  the  experts  who 
look  into  the  values  and  the  actual  earning  powers  of  these 
corporations  from  an  expert  standpoint  make  these  assess- 
ments than  it  is  to  have  a  board  of  equalization  such  as  I 
belong  to  in  the  state  of  Oklahoma  guessing  at  what  these 
companies  should  be  taxed. 

Mr.  G.  B.  Ocheltree:  Wouldn't  equity  demand  that  the 
same  rule  Professor  Adams  would  lay  do^vn  for  the  taxation 
of  public  utilities  apply  to  private  property  as  well,  that  is, 
to  the  successful  owner  of  private  property  and  the  unsuccess- 
ful owner  of  private  property? 

Prof.  T.  S.  Adams:  Do  you  mean  that,  in  the  case  of  a 
successful  owner  of  real  estate,  we  should  capitalize  his 
earnings. 

]Mr.  G.  B.  Ocheltree  :  I  mean  one  farmer  is  a  failure,  one 
is  a  success ;  one  merchant  is  a  failure,  another  is  a  success. 

Prof.  T.  S.  Adams:  I  should  answer  yes  and  no.  **  Yes," 
in  the  sense  that  we  ought  to  have  an  income  tax  to  reach 
earnings  from  personal  ability;  "  no,"  in  respect  to  the  fact 
that  the  exceptional  personal  ability  entering  into  the  public 
service  corporation  is  paid  for  in  exceptional  salaries.  You 
cannot  absolutely  divorce  personality  from  the  valuation  of 
corporations,  neither  can  you  divorce  personality  from  the 
valuation  of  farms.  Generally  speaking,  farm  land  is  not 
immediately  and  proportionately  affected  by  the  success  of 
the  single  farmer  who  is  tilling  it.  But  if  you  go  into  a 
section  of  the  state  where  most  of  the  farmers  are  exception- 
ally thrifty  and  successful,  some  element  of  that  business 
success  will  get  into  the  value  of  the  land  there.  Have  I  an- 
swered your  question?  There  ought  to  be  taxation  of  suc- 
cess in  every  tax  system,  but  it  is  not  true  that  the  success  of 
each  public  utility  is  determined  by  the  personality  of  its 
management,  and  to  the  extent  that  it  is  so  determined,  due 
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account  of  it  is  taken  in  the  salaries  and  other  perquisites  that 
go  to  the  officers.  If  your  valuation  is  carefully  enough 
made  you  get  by  personal  elements  and  come  down  to  the 
intrinsic  valuation  of  the  property.  It  is  never  possible  to 
divorce  personality  entirely,  but  we  do  it  with  rough  justice, 
and  moreover  similar  elements  enter  into  farm  values  and 
values  of  real  estate  used  by  other  business  enterprises. 
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THE  NEXT  STEP  IN  TAX  KEEOKM 

Edwin  R.  A.  Seligman 
MeVickar  Professor  of  Political  Economy,  Columbia  University,  New  York 

We  have  been  discussing  for  many  years,  the  problem  of 
the  reform  of  our  state  and  local  system  of  taxation.  While 
there  has  been  no  complete  agreement  as  to  the  remedy,  there 
has  been  a  virtual  unanimity  in  the  diagnosis  of  the  disease. 
The  three  fundamental  shortcomings  of  our  present  system, 
apart  from  many  minor  evils,  are  recognized  to  be  the  per- 
sistence of  the  general  property  tax  as  the  sole  or  principal 
source  of  revenue ;  the  system  of  purely  local  assessment ;  and 
the  utilization  of  the  real  estate  tax  for  both  state  and  local 
purposes.  By  far  the  larger  part  of  dissatisfaction  with  our 
system  is  referable  to  one  or  other  of  these  facts.  And  it  is  a 
cheering  sign  of  progress  that  whereas  a  decade  or  two  ago, 
this  analysis  was  recognized  by  only  few  students,  still  fewer 
officials  and  a  very  insignificant  fraction  of  the  general  public 
in  the  most  advanced  industrial  states,  there  is  at  the  present 
day  a  widespread  acceptance  of  its  truth  in  almost  every  state 
of  the  union  and  in  continually  larger  sections  of  the 
population. 

As  to  the  remedies,  however,  we  have  by  no  means  pro- 
gressed so  far.  On  one  point,  indeed,  it  may  be  said,  that 
there  is  now  also  almost  complete  unanimity — namely,  the 
necessity  of  central  fiscal  administration  or  at  all  events  of 
greatly  increased  central  control  over  the  local  administra- 
tion. The  accuracy  of  this  statement  is  attested  by  the  recent 
creation  of  the  numerous  state  tax  commissions  which  have 
been,  and  still  are,  doing  such  admirable  work  in  improving 
fiscal  conditions.     But  further  than  that,  we  have  scarcely 

gone. 
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lu  a  few  of  our  states  indeed,  which  have  been  entirely 
untrammeled  by  constitutional  restrictions,  the  old  general 
property  tax  has  been  supplemented  by  specific  taxes — often 
loosely  called  indirect  taxes — on  corporations,  inheritances 
and  the  like ;  and  in  a  very  few  cases  some  particular  categories 
of  personalty  have  been  taken  out  of  the  general  property  tax 
and  treated  in  a  special  way.  And  in  not  a  feAv  states,  the 
recent  movement  in  the  direction  of  tax  reform  has  con- 
sisted in  an  attempt  to  modify  the  strict  limitations  of  the 
constitution  so  as  to  permit  of  the  introduction  of  this  system 
of  a  classified  property  tax. 

That  the  movement  toward  a  classification  of  property  for 
purposes  of  taxation  is  a  step  in  advance  will  scarcely  be 
questioned.  For  anything  that  releases  us  from  dependence 
on  the  general  property  tax,  as  almost  everywhere  understood, 
is  warmly  to  be  welcomed.  More  recently,  however,  there 
has  developed  a  situation  which  is  calculated  to  give  us  all 
pause  and  to  lead  us  to  study  the  problem  from  a  new  point 
of  view.  "What  I  refer  to  is  the  fact  that  in  one  of  the  most 
advanced  states,  New  York,  which  was  unhampered  by  its 
constitution,  which  had  by  law  taxed  certain  kinds  of  personal 
property  in  a  special  way  and  at  a  special  rate,  and  which 
had  in  practice  well  nigh  exempted  other  forms  of  both 
tangible  and  intangible  personalty, — in  this  state  the  need 
has  recently  arisen  for  a  vastly  increased  revenue,  for  the  pur- 
poses both  of  the  state  and  of  the  City  of  New  York.  It  is 
estimated  that  to  put  the  state  on  a  sound  fiscal  basis,  an 
additional  annual  revenue  of  from  at  least  twenty  to  thirty 
millions  will  be  needed,  chiefly  in  order  to  defray  the  interest 
and  amortization  costs  of  the  large  debt  incurred,  and  here 
after  to  be  incurred,  for  the  enlargement  of  the  Erie  Canal 
and  for  the  construction  of  an  improved  system  of  state  high- 
ways. In  the  City  of  New  York  alone,  a  similar  additional 
revenue  of  from  twenty  to  thirty  millions  a  year  will  be  re- 
quired partly  because  of  the  recent  adoption  of  the  pay-as- 
you-go  policy  of  financing  capital  improvements,  partly  be- 
cause of  the  exigencies  of  the  Rapid  Transit  situation  and 
partly  because  of  the  needed  contributions  to  the  state  revenue. 

The  sudden  injection  of  these  additional  obligations  into 
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the  New  York  situation  have  raised  the  entire  problem  in  a 
much  more  acute  form  than  anywhere  else.  For  in  most  com- 
monwealths where  there  is  a  movement  toward  a  classified 
property  tax,  the  problem  is  primarily  one  of  justice  in  taxa- 
tion. It  is  in  a  certain  sense  an  ethical  rather  than  a  fiscal 
problem.  It  is  not  so  much  a  question  of  securing  more 
revenue  as  of  substituting  a  superior  for  an  inferior  method 
of  securing  the  same  revenue — a  revenue  that  might  be  ex- 
pected gradually  to  increase  with  the  progress  of  wealth 
and  population.  But  in  New  York,  where  the  old  general 
property  tax  has  in  a  large  measure  disappeared  in  practice 
and  where  the  evils  of  unequal  taxation,  although  by  no  means 
absent,  are  not  so  glaring  or  so  acutely  felt  as  in  those  states 
which  still  make  the  vain  attempt  to  enforce  the  tax  with 
rigor,  the  real  problem  is  that  of  securing  a  greatly  increased 
revenue,  without  imposing  upon  real  estate  a  rate  of  taxation 
which  would  be  so  high  as  to  be  virtually  confiscatory.  It 
is  of  course,  not  intended  to  deny  that  the  need  of  increased 
revenue  is  not  being  more  and  more  strongly  felt  in  other 
states;  but  in  none  of  them,  to  my  knowledge  has  such  a 
crisis  been  suddenly  precipitated  upon  an  unprepared  public. 

This  situation  has  caused  a  rude  awakening  to  those  who 
have  always  considered  New  York  in  the  forefront  of  tax 
reform  in  that  the  Empire  State  has  made  greater  progress 
than  most  of  the  other  commonwealths  in  its  practical  de- 
parture from  the  old  general  property  tax.  The  exigencies 
of  the  new  situation  have  led  to  the  appointment  both  of  a 
State  Legislative  Committee  and  of  a  Mayor's  Tax  Committee 
in  the  City  of  New  York,  and  are  thus  causing  a  reconsider- 
ation of  the  entire  problem.  According  to  the  views  com- 
monly expressed,  there  are  only  two  solutions;  either  the 
continuation  of  the  present  New  York  system,  which  would 
mean,  in  practice,  an  immensely  increased  tax  rate  on  real 
estate ;  or,  on  the  other  hand,  the  attempt  to  tax  in  a  greatly 
extended  form  those  classes  of  tangible  and  intangible  per- 
sonalty which  are  now  either  taxed  at  an  insignificant  rate 
or  not  reached  at  all. 

Whereas,  therefore,  in  most  of  the  states  which  still  have 
the  old  general  property  tax,  the  movement  toward  a  classi- 
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fied  property  tax  might  be  welcomed  as  a  means  of  escaping 
from  an  antiquated  and  increasingly  unendurable  system,  in 
the  city  of  New  York  which  already  has  the  new  system  in 
part,  the  problem  arises  as  to  whether  we  shall  still  further 
develop  this  new  system  or  cut  loose  from  it  entirely.  The 
problem  in  other  words  is  not  so  much  the  superiority  of  a 
classified  property  tax  over  the  old  general  property  tax 
(which  in  practice  no  longer  exists),  as  the  relative  advantages 
and  disadvantages  of  a  classified  property  tax  compared  not 
with  the  general  property  tax,  but  with  something  that  is 
possibly  better  than  either. 

Regarded  from  this  point  of  view,  the  shortcomings  of  a 
classified  property  tax  are  obvious. 

In  practice  a  classified  property  tax  must  be  a  low-rate  tax 
on  certain  forms  of  personalty  and  especially  of  intangible 
personalty.  Such  a  system  has  been  in  vogue  for  many  dec- 
ades in  Pennsylvania.  Here,  however,  we  are  told  by  the 
Pennsylvania  Commission  of  1911  that  the  low-rate  tax  on 
personal  property  has  been  only  "  more  or  less  successfully 
collected."  The  sole  part  of  the  tax  which  has  been  a  con- 
spicuous success  is  stated  to  be  the  tax  on  mortgages.  Yet 
in  the  state  of  New  York  any  attempt  to  levy  even  a  low- 
rate  annual  direct  tax  on  mortgages  would  meet  with  the 
strenuous  opposition  of  the  real  estate  interests,  large  and 
small,  at  all  events  in  all  of  the  cities,  because  the  experience 
of  a  decade  ago  has  convinced  everyone  of  the  undoubted 
economic  truth  that  under  the  conditions  existing  in  New 
York  a  direct  tax  on  mortgages  is  inevitably  shifted  to  the 
borrower.  The  commission  further  tells  us  that  "  so  far  as 
Pennsylvania  clings  to  the  personal  property''  tax  in  vogue 
in  other  states,  by  attempting  to  tax  other  money  investments, 
she  undoubtedly  suffers  the  same  failure  as  the  other  states." 
The  commission  points  out  that  securities  as  well  as  moneys 
on  deposit  are  not  reached  "  because  there  is  no  source  of 
information  except  the  honesty  of  the  person  making  the 
return. ' '  In  other  words,  the  official  verdict  on  the  situation 
in  Pennsylvania  is  that  the  low-rate  tax  on  intangible  person- 
alty, apart  from  the  tax  on  mortgages,  is  just  about  as  much 
of  a  failure  as  the  ordinary  tax  levied  elsewhere  on  personalty. 
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In  Connecticut,  the  low-rate  tax  on  choses  in  action  has 
been  enforced  since  1890.  But,  as  everyone  who  is  acquainted 
with  the  condition  knows,  it  is  almost  a  complete  farce.  In 
Baltimore,  where  the  low-rate  tax  on  certain  intangibles  has 
been  administered  by  officials  of  remarkable  ability,  there  is 
no  pretense  of  any  idea  that  real  equality  in  taxation  is  at- 
tained or  that  great  evasions  are  not  practiced.  In  the  State 
of  Maryland  at  large  the  system  is  conceded  to  be  a  notorious 
failure. 

Even  in  the  states  where  the  reform  has  been  introduced 
more  recently  and  where  some  encouraging  progress  has  been 
made  under  the  guidance  of  efficient  permanent  tax  commis- 
sions, it  is  to  be  emphasized  that  the  low  personalty  tax, 
whatever  may  be  its  advantages  over  the  old  general  property 
tax,  has  not  proved  a  conspicuous  success  as  a  source  of  large 
additional  revenue.  In  Rhode  Island,  where  the  low-rate  tax 
on  intangibles  was  introduced  in  1912  and  where,  as  is  natural, 
the  assessment  considerably  increased,  it  is  impossible  to  as- 
certain whether  the  revenue  from  this  class  of  personalty  is 
now  more  or  less  than  before.  It  is  to  be  observed,  however, 
that,  despite  the  notorious  escape  of  intangibles  before  the 
enactment  of  the  new  law,  the  increase  in  the  assessment  of 
intangibles  since  1911  has  been  actually  less  than  the  increase 
in  the  assessment  of  real  estate.^  The  statement  of  the  tax 
commissioners  in  their  first  report  for  1913,  that  the  "  bene- 
ficial results  expected  to  be  obtained  are  progressive,  even 
under  the  most  favorable  circumstances  "  thus  seems  to  be 

1  The  figures  are  as  follows : 

Assessment  of  State  revenue  from 

Real  Estate             Intangibles  Real  Estate         Intaiu/ibles 

1912  .    .    .  $432,200,888          $96,758,872  $;;88.f)66            $87,082 

1913  .    .    .    419,732.5«9           115,129,149  404.384            lOl.olS 
1914.    .    .    459,653,296          12S. 953.431  410,016            111,630 

The  above  figures  of  intangibles  include  only  the  intangibles  locally 
assessed,  and  not  the  securities  of  coriDorations,  trust  companies  and 
banks,  which  are  subject  to  what  are  elsewhere  called  corporation  taxes 
and  which  in  Khode  Island  were  formerly,  in  part  at  least,  subject  to 
local  assessment.  It  must  also  be  remembered  that  the  new  law  permits 
the  offset  for  indebtedness  against  certain  intangibles  and  not,  as  form- 
erly against  tangibles,  thus  reducing  the  taxable  amount  of  intangibles. 
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borne  out  by  the  facts.  In  Minnesota,  where  the  law  was 
introduced  in  1911  and  where  exact  comparative  figures  are 
ascertainable,  the  revenue  at  first  actually  fell  off;  since  then 
under  an  admirable  administration  the  revenue  has  grown 
substantially  but  is  still  comparatively  insignificant/  In  the 
years  1911-1914  the  assessment  of  intangibles  increased  from 
$115,676,126  to  $197,625,914;  but  in  the  same  period  the  as- 
sessment of  real  estate  (exclusive  of  town  and  city  lots)  in- 
creased far  more,  namely  from  $664,930,374  to  $872,296,355. 
And  in  1914  the  assessment  of  intangibles  was  still  pitifully 
small  when  compared  to  the  assessment  of  other  property  in 
general — the  figures  being  196  and  1,475  millions  of  dollars 
respectively.  In  fact  the  able  tax  commission  tells  us  in 
their  last  report  very  frankly :  "  It  is  doubtful  if  the  returns 
this  year,  large  as  they  are,  represent  more  than  one  third 
of  what  they  should  be."-  Finally  in  Iowa,  where  the  low- 
rate  tax  was  introduced  in  1911,  the  revenue  is  now  undoubt- 
edly much  smaller  than  before.  It  is  true  that  under  the  new 
law  somewhat  more  ' '  moneys  and  credits  ' '  are  assessed :  but 
as  the  new  rate  is  only  5  mills  the  proceeds  are  actually 
much  less.  The  exact  figures  are  not  ascertainable  from  the 
auditor's  reports  without  laborious  computation;  but  a  mem- 
ber of  the  state  tax  commission  states  that  the  amount  of 
revenue  has  been  reduced  at  least  one-half.^     Whatever,  there- 

1  The  figures  are  as  follows: 

Number  assessed    Assessment         Eevenue 

1910 $6,200  $13,919,806         $379,754     Rate  averaged  28  mills 

1911 41,439  115,481,807  346,445     three  miU  rate 

1912 50,564  135,369,314  406,107 

1913 57,068  156,969,892  470,909 

1914 73,266  196,548,307  589,644 

1915 73,062  212,134,901  636,404 

2  Beport  of  the  Minn.  Tax  Commission,  1914,  p.  74.  They  add :  *  *  but 
we  are  making  progress.  .  .  .  While  we  may  never  succeed  in  reaching 
all  of  the  property,  even  under  the  present  method,  yet  we  believe,  all 
things  considered,  that  it  is  a  decided  improvement  over  the  old  general 
property  system. ' '     In  this  conclusion  every  one  will  of  course  concur. 

3  Professor  J.  G.  Brindley  writes  that  ' '  I  am  not  able  to  give  you  a 
statement  of  the  actual  revenue  derived.  .  .  .  But  in  view  of  the  fact, 
that  the  listing  of  moneys  and  credits  only  slightly  increased,  the  amount 
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fore,  may  be  claimed  for  the  low-rate  tax,  it  does  not  seem 
probable  that  the  amount  of  additional  revenue  which  it  would 
quickly  yield  would  be  its  strong  point.  It  is  altogether  likely 
that  whatever  the  ultimate  revenue  might  be,  it  would  be  slow 
in  developing.  It  is  hence  questionable  whether  the  scheme 
would  be  of  advantage  in  the  present  crisis  which  confronts 
New  York. 

Moreover,  while  freely  conceding  the  inestimable  super- 
iority of  a  classified  property  tax  over  the  existing  gen- 
eral property  tax,  it  must  be  remembered  that  even  if 
there  were  an  entirely  admirable  administrative  system  in 
vogue,  and  even  if  the  fiscal  results  were  wholly  satisfactory, 
there  still  are  two  considerations  which  should  give  us  pause. 
The  first  is  that  under  modern  economic  conditions  no 
attempt  to  assess  a  tax  on  intangible  personalty  can  ever 
be  completely  successful.  The  general  property  tax  arose  at 
a  time  when  the  economic  unit  was  local  in  character 
and  where  it  was  entirely  possible  for  the  local  administration 
to  assess  the  property  of  the  individual.  The  same  was  true 
to  a  large  extent  of  the  early  conditions  of  American  economic 
life,  and  it  is  still  in  part  true  of  the  more  primitive  of  our 
rural  communities.  But  under  our  modern  industrial  and 
capitalist  development,  the  basis  of  personal  property  has  be- 
come national  or  even  international  instead  of  local  and  the 

of  revenue  very  materially  decreased.  ...  It  is  safe  to  say  that  the 
amount  of  revenue  was  decreased  by  at  least  one-half  as  a  result  of  the 
new  law. ' ' 

The  figures  of  assessment  (not  revenue)  before  and  after  the  law 
are  appended: 

Actual  value  of  Actual  value  of  80%  of  actual  value 

'^movei/s  and  credits"     "  corporation  stock  "       of  "■  bavk  stock  and 

other  moneyed  capital' ' 
1910 $194,198,620  $35,019,729  

1911 170,131,195                 ■ ■  $56,974,484 

1912 188,773,772  4,702,325  62,887,044 

1913 207,233,866  5,829,609  59,956,973 

1914 250,218,178  5,845,207  63,301,915 

1915........  270,000,000  (approx.) 

The  great  changes  between  1910-1912  are  due  to  the  fact  that  before 
1911  much  bank  and  corporation  stock  had  been  listed  by  the  county 
assessors  as  "  moneys  and  credits."  The  total  assessments  have  there- 
fore increased;  but  the  revenue  has  suffered  severely. 
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great  mass  of  personalty  is  now  of  an  intangible  character. 
Under  such  conditions  and  especially  where  the  old  and  still 
surviving  political  and  legal  considerations  run  athwart  the 
economic  facts,  the  attempt  to  reach  intangible  personalty 
meets  with  almost  insuperable  difficulties.  Especially  in  com- 
munities like  New  York  city,  which  are  situated  at  the  state 
border,  the  opportunities  for  evasion  are  singularly  multiplied. 

It  will  be  replied  that  a  low-rate  tax  will  remove  this 
temptation  to  evasion.  It  must  be  remembered,  however,  that 
even  a  four  or  five-mill  rate  represents  in  a  large  mass  of 
securities  an  income  tax  of  about  10%  ;  and  he  would  indeed 
be  optimistic  who  holds  that  such  a  burden  would  not  be  ap- 
preciable, or  would  not  lead  men  into  temptation.  Any  sys- 
tem of  taxation  which  needlessly  multiplies  the  temptations  to 
evasion  is  to  be  deprecated.  Under  the  existing  legal  system 
in  the  United  States,  the  conflict  between  location  and  resi- 
dence in  the  matter  of  the  taxation  of  personal  property  is 
indeed  an  irrepressible  conflict.  The  result,  even  with  the 
most  admirable  administration,  is  bound  to  be  inequality  and 
injustice. 

But  the  second  consideration  is  still  more  weighty.  For 
the  objection  inheres  in  the  very  theory  of  the  property  tax. 
As  I  have  had  frequent  occasion  to  point  out,  under  modern 
economic  conditions,  property  and  especially  personal  prop- 
erty, is  no  longer  a  satisfactory  index  of  tax-paying  ability. 
Wealth  in  modern  times  is  derived  to  a  continually  larger 
extent  from  relations,  from  opportunities,  and  from  all  manner 
of  exertion  more  or  less  indirectly,  or  not  at  all,  connected 
with  property.  Huge  ofiicial  salaries  and  large  professional 
incomes  are  a  common  occurrence  to-day  and  would  go 
entirely  free  under  a  property  tax.  Individual  and  cor- 
porate profits  derived  from  good-will,  from  franchises,  from 
governmental  favors  and  opportunities  constitute  an  in- 
creasing flow  of  wealth  which  is  either  not  at  all,  or  only 
in  part,  incorporated  into  changes  of  capital  value.  Busi- 
ness men  in  general  throughout  the  United  States  are  slowly 
coming  to  the  conclusion  that  their  tax-paying  ability  is 
in  no  direct  relation  to  their  stock  in  trade.  In  certain 
classes  of  enterprise  like  mining  and  lumbering  for  example 
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it  has  come  to  be  almost  universally  recognized  that  a  system 
of  taxation  based  on  property  is  opposed  to  the  best  interests 
of  the  community  as  a  whole. 

I  do  hot  deny  that  in  the  case  of  real  estate  in  general  and 
especially  in  the  ease  of  city  real  estate,  the  advantages  of  an 
assessment  of  property  are  great;  but  it  is  to  be  remembered 
that  in  such  cases  every  change  in  profits  or  yield  is  at  once 
reflected  in  a  change  in  the  capital  value  of  the  property.  As 
I  have  just  pointed  out,  however,  this  consideration  is  true  to 
a  much  smaller  extent  of  the  great  mass  of  modern  profits  or 
incomes.  To  the  extent  that  it  is  not  true,  property  is  losing 
its  one-time  value  as  a  criterion  of  tax-paying  abilit3^ 

It  is  largely  for  this  reason  that  any  kind  of  a  tax  on 
personalty  would  not  be  only  unpopular  but  hazardous  in  a 
large  center  like  New  York  City.  Merchants'  stock  in  trade 
is  now  virtually  not  taxed  at  all  in  New  York.  If  it  were  to 
be  assessed  at  what  might  appear  to  be  even  a  comparatively 
low  rate,  there  would  be  grave  danger  of  its  seriously  inter- 
fering with  the  prosperity  of  New  York  as  a  manufacturing 
and  jobbing  center.  For  the  stocks  in  trade  of  many  busi- 
nesses in  New  York  are  out  of  all  proportion  to  their  profits. 
And  if  in  addition  an  attempt  should  be  made  to  levy  even  a 
small  tax  on  intangible  personalty  consisting  of  securities 
and  bank  deposits,  it  is  clear  that  the  financial  dominance  of 
New  York  might  be  very  seriously  menaced,  because  even  a 
low  tax  on  such  property  would  be  out  of  all  proportion  to 
the  profits  from  the  turnover  of  the  property.  What  is 
true  of  New  York  City  would  come  to  be  true  before  long 
in  a  corresponding  degree  of  other  large  commercial  and 
financial  communities. 

Let  us  recognize  the  fact  then,  once  and  for  all,  that  a 
system  of  property  taxation,  except  in  so  far  as  certain  forms 
of  real  estate  are  concerned,  is  unsuited  to  modern  economic 
conditions  as  the  ordinary  and  principal  source  of  revenue, 
however  strong  the  arguments  may  be  for  its  utilization  in 
exceptional  crises  as  during  the  present  European  conflict. 
Let  us  boldly  face  the  situation  and  confess  that  while  a 
classified  property  tax  may  constitute  the  only  possible  step 
in  advance  for  those  states  that  are  still  tied  up  by  a  rigid 
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constitution,  the  scheme  is  inapplicable  to,  or  undesirable  for, 
those  states  which  are  more  fortunately  situated  from  the 
constitutional  point  of  view ;  and  that  even  in  the  former  class 
of  states  the  ener^  that  is  being  developed  in  the  promotion 
of  a  classified  property  tax  might  more  profitably  be  directed 
to  what  is  at  all  events  a  more  thorough-going  remedy. 

II 

What  then  is  this  better  remedy  and  what  is  the  next  step 
for  states  like  New  York.  I  have  no  hesitation  at  the  present 
time  in  answering :  the  substitution  of  income  for  property  as 
the  basis  of  taxation. 

This  will  perhaps  come  to  many  of  you  as  a  surprise  from 
one  who  has  uniformly  resisted  the  introduction  of  a  state 
income  tax  in  the  United  States.  I  must  beg,  however,  that 
you  will  remember  several  things.  In  the  first  place,  I  have 
now  for  more  than  twenty  years  been  striving,  as  best  I  could, 
to  call  attention  to  the  shortcomings  of  property  as  a  theoreti- 
cal basis  of  tax-paying  ability.  In  the  second  place,  I  have 
always  advocated  the  policy  of  taxing  corporations  on  a  net- 
receipts  or  income  basis.  Thirdly,  I  have  always  been  in 
favor  of  a  federal  income  tax  in  general  and  have  contributed 
my  modest  share  toward  the  elaboration  of  the  present  act. 
In  the  fourth  place,  my  objection  to  a  general  state  income 
tax  has  been  almost  entirely  due  to  the  belief  that,  with  the 
administrative  methods  then  almost  uniformly  in  vogue,  it 
would  be  just  about  as  difficult  to  localize  income  for  purposes 
of  taxation  as  it  has  been,  and  still  is,  to  localize  property. 
It  is  for  this  reason  that,  while  clinging  to  the  conception  of 
a  personal  tax  on  income  for  national  purposes,  I  have  devoted 
what  little  energ}'  I  possessed  to  the  working  out,  in  the 
various  states  of  the  Union  and  especially  New  York,  of  a 
system  of  real  taxes  or  taxes  on  things  instead  of  taxes  on 
persons.  But  in  the  one  case  as  the  other  my  definite  purpose 
was  always  to  reach  as  far  as  might  be  income,  or  at  all  events 
the  yield  of  the  property,  rather  than  the  property  itself. 

Two  events,  however,  have  recently  occurred  to  cause  a 
reappraisement  of  the   situation.     In  the   first  place,   great 
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progress  has  been  made  in  the  direction  of  a  centralized  state 
administration.  In  New  York  we  now  have  under  the  law  of 
1915  at  all  events  a  distinct  step  in  the  direction  of  more 
efficient  fiscal  administration.  Of  greater  significance  is  the 
fact  that  the  situation  has  been  entirely  altered  by  the  intro- 
duction of  the  federal  income  tax.  We  have  now  gotten  peo- 
ple, and  especially  business  people,  accustomed  to  an  income 
tax;  and  while  there  are  still  grave  problems  to  be  solved 
and  improvements  to  be  secured,  it  may,  I  think,  be  stated, 
without  fear  of  contradiction,  that  the  income  tax  has  come 
to  stay  and  that  in  principle  it  is  not  seriously  opposed  by 
the  community.  With  the  existence  of  this  new  tax,  which 
is  successful  so  far  as  it  goes,  there  arises  the  hitherto  entirely 
unsuspected  prospect  of  a  state  income  tax  being  able  to  lean 
up  against  the  federal  tax,  so  as  to  avail  itself  of  the  federal 
returns  and  to  be  able  in  this  way  to  minimize  a  great  part 
of  the  difficulties  which  would  otherwise  attach  to  an  in- 
dependent state  income  tax. 

This  idea  was  present  in  my  mind  from  the  beginning. 
You  may  perhaps  remember  that  partly  in  agreement  with  my 
suggestion  a  resolution  was  originally  introduced  into  the 
United  States  Senate,  recommending  a  distribution  of  a  part 
of  the  proceeds  of  the  federal  income  tax  among  the  states. 
Further  reflection,  however,  has  convinced  me  that,  while  such 
a  system  would  indeed  be  a  simple  solution,  the  political  and 
administrative  difficulties  would  be  considerable,  and  that  vir- 
tually the  same  result  can  be  attained  by  a  system  of  state 
income  taxes,  largely  patterned  upon  the  federal  tax  and 
utilizing  as  far  as  possible  the  federal  returns. 

An  example  of  what  I  mean — and  it  is  noteworthy  as  being 
the  pioneer  in  this  country — is  the  recent  Connecticut  law 
imposing  a  state  tax  on  business  corporations.  When  I  was 
summoned  in  a  few  months  ago  by  the  Connecticut  manufac- 
turers to  advise  them,  I  found  that  they  were  all  up  in  arms 
against  the  proposition  to  introduce  into  their  state  the 
Rhode  Island  system  of  corporate-excess  taxation  which  had 
only  recently  been  adopted  there.  It  was  my  good  fortune 
to  be  able  to  advise  them  as  well  as  the  legislature  to  prefer 
to  any  scheme  of  property  tax  a  system  of  taxes  on  business 
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income  based  upon  the  federal  law.  Such  a  system  was  fin- 
ally worked  out  by  our  accomplished  colleague,  Commissioner 
Corbin  of  Connecticut,  and  the  result  is  a  law  whereby  busi- 
ness corporations  in  Connecticut  duplicate  for  state  purposes 
the  returns  made  by  them  to  the  federal  government.  Under 
this  system  an  adequate  revenue  seems  to  be  assured  and  the 
manufacturing  interests  appear  to  be  entirely  satisfied. 

My  suggestion,  therefore,  is  that  in  New  York  as  well  as  in 
other  states  which  are  ready  for  this  next  step,  the  entering 
wedge  which  we  find  in  Connecticut  should  be  pushed  further 
in,  and  that  an  income  tax  should  be  assessed  by  the  state 
tax  commission  according  to  a  law  which  would  be  largely 
patterned  on  the  federal  act  and  which  would  require  as 
far  as  practicable  a  duplication  of  the  returns  handed  in  to 
the  federal  government. 

New  York  is  in  fact  now  even  better  fitted  for  the  introduc- 
tion of  such  a  system  than  are  some  of  the  other  states.  For 
so  large  a  part  of  all  individual  and  corporate  incomes  are 
received  in  New  York  that  even  a  very  small  rate  would  yield 
a  large  additional  revenue.  We  know  that  New  York  pays 
about  one-third  of  the  entire  federal  income  tax;  and  froin 
figures  furnished  to  me  by  federal  government  I  have  ascer- 
tained that  in  New  York  City  alone  there  is  paid  almost  one- 
half  of  the  entire  tax  assessed  upon  individual  incomes  in  the 
United  States.  Even  therefore  assuming  that  only  an  addi- 
tional normal  tax  of  one  per  cent  were  levied  for  state  pur- 
poses and  another  one  per  cent  for  municipal  purposes  for 
New  York  City,  the  added  revenues  would,  even  with  the  de- 
duction of  all  taxes  paid  at  present  on  personal  property, 
yield  an  income  entirely  adequate  to  the  present  and  future 
fiscal  needs  of  the  state  and  city  and  would  render  unneces- 
sary the  re-imposition  of  any  so-called  direct  state  tax.  What 
is  true  of  New  York  is  true  to  a  large  extent  of  the  other 
prominent  industrial  states ;  and  even  in  the  remaining  states, 
which  are  ready  for  the  next  step  of  such  an  income  tax,  the 
income  tax  might,  especially  if  the  exemption  were  lowered, 
prove  to  be  at  least  an  acceptable  substitute  for  the  personal 
property  tax. 

The  adoption  of  any  such  scheme  would  of  course  have  to 
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be  thought  out  very  carefully.  It  depends  in  the  first  place 
for  its  success  in  no  small  measure  upon  an  amendment  to 
the  present  federal  law,  which  it  would  probably  not  be 
difficult  to  obtain.  This  is  to  the  effect  that  the  so-called  La 
Follette  amendment  which  applies  only  to  corporations  should 
be  extended  to  individuals.  In  other  words,  aU  returns  to 
the  federal  government  should  be  open,  under  pledge  of 
secrecy,  to  the  inspection  of  the  officials  of  any  state  which 
imposes  an  income  tax.  In  this  way,  an  effective  control  would 
be  furnished. 

In  the  next  place,  the  rate  of  taxation  for  state  or  for 
local  purposes  should  be  only  the  normal  rate  of  one  per  cent. 
If  a  graduated  scale  were  introduced,  as  in  the  federal  tax, 
it  might  easily  happen  that  the  combined  federal,  state,  and 
municipal  taxes  on  large  incomes  would  reach  a  figure  which 
would  probably  be  considered  grievous  or  even  confiscatory. 
Until  public  sentiment  in  the  United  States  becomes  accus- 
tomed to  the  far  higher  progressive  rates  which  are  now 
being  levied  in  other  parts  of  the  world,  it  would  be  unwise 
to  jeopardize  the  success  of  the  scheme  by  the  multiplication 
ol  graduated  rates.  A  one-per  cent  tax  for  state  purposes, 
or  at  the  outside  a  two  per  cent  part  of  which  might  be  re- 
turned to  the  localities,  would  be  as  much  as  it  would  be 
prudent  to  add  to  the  federal  tax. 

On  the  other  hand,  the  high  exemption  which  is  now 
granted  under  the  federal  law  ought  to  be  reduced.  The 
limit  of  exemption  should  certainly  for  state  and  local 
purposes,  be  brought  down  to  at  least  $2,000,  and  perhaps 
even  to  $1,500.  For  whatever  may  be  said  as  to  the  desirabil- 
ity of  making  large  exemptions  in  the  federal  tax  in  order 
to  serve  as  a  make-weight  to  the  internal  revenue  and  tariff 
taxes,  the  argument  would  not  apply  to  state  and  local  taxa- 
tion where  there  are  few,  if  any,  taxes  on  consumption.  If, 
however,  the  limit  of  exemption  were  reduced,  the  revenue 
would  be  correspondingly  augmented.  Here  again,  the  ad- 
ministration of  the  law  would  be  greatly  facilitated  by  an 
amendment  to  the  federal  act  requiring  all  persons  with  a 
gross  income  (not  a  net  income)  not  exceeding  the  minimum 
exemption   to  make  returns.     This   would  in   all  likelihood 
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render  unnecessary  few  if  any  new  or  additional  returns  to 
the  state  officials,  beyond  the  duplicates  of  the  federal  returns. 

An  important  point  is  of  course  as  to  who  should  be  sub- 
jected to  such  an  income  tax.  This  phase  of  the  subject  is 
really  the  most  difficult.  It  has  three  different  aspects:  (1) 
affecting  the  residence  of  the  taxpayer;  (2)  dealing  with  the 
proportion  of  income  subject  to  state  law;  and  (3)  having 
reference  to  the  relation  of  individual  to  corporate  taxation. 
Let  us  say  a  word  about  each  of  these  points. 

All  incomes  are  in  last  resort  received  by  individuals,  and, 
on  the  other  hand,  all  incomes  are  derived  either  from  prop- 
erty, from  earnings  apart  from  property,  such  as  professional 
salaries,  or  from  all  kinds  of  exertions  or  relations  which 
may  or  may  not  be  connected  with  property  and  which  are 
usually  summed  up  under  the  general  name  of  business. 
The  difficulty  arises  from  the  fact  that  the  source  and  the  re- 
cipient of  the  income  are  not  coterminous.  The  one  may  be 
within  the  state,  the  other  without  the  state.  In  a  federal 
income  tax,  these  problems  arise  only  in  international  relations 
and  are  of  minor  importance.  But  within  the  several  com- 
monwealths of  a  union  or  federation,  the  subject  assumes 
grave  dimensions. 

From  the  ideal  point  of  view  an  income  tax  might  be 
considered  as  a  strictly  personal  tax,  and  the  recipient  of  the 
income  would  then  pay  a  tax  in  accordance  with  the  income 
received.  But  under  existing  conditions,  both  political  and 
legal,  such  a  theory  is  quite  inapplicable  to  a  state  income 
tax.  "We  should  have  the  same  difficulties  that  now  confront 
us  in  the  general  property  tax,  where  the  controlling  con- 
sideration is  the  legal  residence  of  the  tax-payer.  It  is  there- 
fore essential  to  adopt  another  theory  of  the  income  tax; 
the  theory,  tliat  the  tax  is  imposed  not  only  on  the  recipient, 
but  also  on  the  source  of  the  income,  making  provision  as  we 
shall  see  later,  for  the  avoidance  of  double  taxation.  In  other 
words,  just  as  we  sometimes  speak  of  a  property  tax  being 
imposed  either  upon  the  property  or  upon  the  property  owner, 
so  we  can  conceive  of  the  income  tax  as  a  tax  either  on  the 
income  or  on  the  recipient  of  the  income.  If  the  latter  is 
called  a  tax  on  the  person,  the  former  may  be  called  a  tax  on 
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the  thing,  that  is  on  the  income  irrespective  of  the  recipient. 
The  one  would  be  a  subjective  or  personal  tax,  the  other 
would  be  an  objective  or  real  tax. 

This  distinction  is  of  the  utmost  importance,  for  it  would 
otherwise  be  impossible  for  a  state  to  reach  incomes  which 
are  earned  or  derived  with  the  state  and  which  are  finally  paid 
over  to  individuals  having  a  residence  outside  of  the  state. 
With  this  double  conception  of  the  income  tax,  however,  which 
is  in  harmony  with  the  jurisprudence  of  the  subject  as  thus 
far  elaborated  in  the  United  States,  the  solution  of  this  par- 
ticular difficulty  is  simplified.  The  income  tax  must  be 
treated  not  only  as  a  tax  upon  the  incomes  of  legal  residents 
of  the  state,  but  also  as  a  tax  upon  all  incomes  earned  or 
derived  within  the  state,  irrespective  of  the  legal  residence 
of  the  recipient.  In  the  latter  aspect  it  might  be  called  a 
business  tax ;  but  I  hesitate  to  use  this  term  because  it  is  not 
broad  enough,  and  because  the  income  may  be  received  by 
someone  who  is  technically  not  in  business  at  all.  I  prefer  the 
verbal  distinction  between  a  tax  on  the  source  and  on  the 
recipient  of  the  income. 

The  practical  result  is  that  there  would  be  subject  to  a 
state  income  tax  not  only  all  the  persons  legally  resident  with- 
in the  state,  but  also  all  incomes  earned  or  received  within  the 
state,  whether  these  incomes  are  derived  from  property  with- 
in the  state,  from  business  carried  on  within  the  state,  or 
from  relations  or  privileges  existing  within  the  state. 

While  the  administrative  difficulties  of  such  a  dual  in- 
come tax  would  not  be  great,  they  would  be  largely  diminished 
by  another  suggested  alteration  in  the  federal  tax.  In  the 
first  year  of  the  operation  of  the  federal  law,  returns  were 
made  by  individuals  at  their  place  of  business.  In  the  second 
year,  the  option  was  given  of  making  the  returns  either  at  the 
place  of  business  or  at  the  place  of  residence.  It  would  be 
a  comparatively  simple  matter  for  the  federal  law  to  require 
a  return  of  the  state  or  states  where  the  income  was  derived 
as  well  as  of  the  legal  residence  of  the  recipient.  This  would 
afford  an  effective  control  of  the  returns.  In  a  metropolis 
like  that  of  New  York,  for  instance,  where  a  large  part  of  the 
income  earned  within  the  city  is  received  by  non-residents, 
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this  problem  is  of  special  importance.  Almost  every  im- 
portant income  tax  in  the  world,  it  may  be  said,  includes  this 
double  aspect  of  income. 

It  is  obvious,  however,  that  if  we  tax  both  incomes  earned 
and  incomes  finall}^  received  with  the  state,  some  rule  must 
be  laid  down  as  to  the  relative  proportion  to  be  taken  by 
each  taxing  authority.  We  thus  come  to  the  second  of  the 
points,  mentioned  above.  So  far  as  the  income  from  real  estate 
is  concerned,  the  problem  need  not  give  us  any  trouble,  for 
under  the  accepted  principles  of  American  jurisprudence  and 
of  justice  the  income  from  real  estate  ought  to  be  apportioned 
to  the  state  of  its  location.  In  the  case  of  business  or  corporate 
incomes,  however,  some  method  must  be  devised  for  taxing  only 
so  much  of  the  income  as  is  actually  received  or  derived  within 
the  state.  It  is  here  that  we  shall  need  some  federal  law,  or 
some  decision  of  the  federal  supreme  court,  in  order  to  bring 
about  complete  uniformity.  As  a  matter  of  fact,  several  states 
including  New  York  already  apply  the  principle  in  the  taxa- 
tion of  corporations  by  utilizing  the  criterion  of  proportionate 
mileage  or  proportionate  assets  or  proportionate  capital  em- 
ployed within  the  state.  And  as  long  as  the  principle  of  allo- 
cation is  accepted,  the  exact  method  of  devising  a  practical 
scheme  may  safely  be  left  to  the  future. 

If,  however,  the  suggestion  is  adopted,  permitting  muni- 
cipalities to  levy  an  additional  income  tax  under  state  law,  or 
distributing  to  localities  in  general  a  percentage  of  the  state 
income  tax,  it  would  become  necessary  to  provide  for  a 
further  apportionment  of  income  within  the  states  them- 
selves. If  New  York  city  for  instance,  were  to  levy  an  addi- 
tional income  tax,  the  question  would  arise  in  the  case  of 
New  York  business  men  living  in  Westchester  County,  as  to 
how  much  tax  they  should  pay  in  New  York.  This  should  of 
course  be  a  matter  for  state  law  to  regulate ;  and  almost  any 
rough  approximation  to  equality  would  •  be  adequate.  It 
might,  for  instance,  be  provided  in  the  law  that  in  such  cases 
two-thirds  of  the  tax  should  accrue  to  the  place  where  the  in- 
come is  earned  and  that  one-third  should  be  handed  over  to 
the  place  of  legal  residence.  The  point  of  importance  is  that 
some  adjustment  must  be  made  between  the  place  of  source  and 
of  the  residence  of  the  recipient. 


142  NATIONAL  TAX  ASSOCIATION 

The  third  point  adverted  to  above  is  the  relation  of  in- 
dividual and  corporate  taxation.  Here  again  we  see  the 
necessity  of  the  dual  conception  of  income.  If  the  income 
tax  be  conceived  of  simply  as  a  tax  on  the  ultimate  recipient, 
no  tax  at  all  on  corporations  would  be  legitimate.  On  the 
other  hand,  if  the  tax  be  considered  one  on  the  source  of  the 
income  as  well,  a  tax  on  the  entire  income  of  the  corporation 
as  well  as  on  the  entire  income  of  the  individual  would  mean 
a  double  tax  on  some  of  the  security  holders.  The  bondholder 
would  indeed  not  be  affected,  nor  would  the  preferred  stock- 
holder be  touched  by  this  simultaneous  taxation.  But  the 
common  stockliolder  would  not  only  receive  less  dividends  but 
pay  a  tax  in  addition  on  those  dividends. 

It  might  indeed  be  claimed  that  this  is  only  apparent  double 
taxation,  because  as  soon  as  the  tax  was  regularly  and  per- 
manently imposed,  there  would  be  a  corresponding  fall  in 
the  market  value  of  the  shares,  so  that  all  new  purchasers  of 
the  stock  would  virtually  buy  themselves  free  of  the  tax  im- 
posed on  the  corporation  and  would,  like  all  other  members 
of  the  community,  be  subject  only  to  the  personal  income  tax. 
This  is  indeed  perfectly  true.  But  in  the  interval,  and  while 
the  original  holders  still  own  the  property,  the  burden  would 
be  a  sensible  one.  I  should,  therefore,  suggest  that  where  a 
state  income  tax  is  imposed,  applicable  as  it  ought  to  be  to 
corporations  as  well  as  to  individuals,  the  individual  common 
stockholder  should  be  exempt  from  the  income  tax  on  his 
dividends  when,  but  only  to  the  extent  that,  he  should  prove 
that  he  o^vned  the  stock  before  the  imposition  of  the  tax  on 
the  corporation.  If,  however,  this  should  turn  out  to  be  admin- 
istratively impracticable,  a  total  exemption  of  dividends  in 
all  cases  M'ould  be  necessary. 

Whether  the  income  tax  should  be  applied  to  corporations 
in  those  states  which  already  have  a  fairly  successful  system 
of  corporation  taxes  is  a  matter  open  to  debate.  In  New 
York  State,  for  example,  ordinary  manufacturing  corporations 
are  to  a  large  extent,  under  the  practical  construction  of  the 
law,  exempt  from  state  taxation.  I  see  no  compelling  reason 
why  they  should  not  be  subject  to  a  state  income  tax  under 
the    conditions    mentioned    above.      So    far    as    the    public- 
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service  corporations,  however,  are  concerned.  New  York  al- 
ready derives  a  large  revenue  therefrom;  and  while  there  is 
no  doubt  that  a  reform  of  the  state  tax  on  corporations  is 
entirely  desirable,  it  might  be  just  as  well,  in  order  not  to 
multiply  difficulties,  to  exempt  them  from  the  income  tax. 
All  corporations,  however,  are  still  subject  in  New  York  to 
local  taxation  on  their  entire  property  tax.  The  complications 
connected  with  this  as  leading  to  the  adoption  of  the  involved 
franchise  tax  are  well  known.  It  would  be  a  great  step  in 
advance  if  there  could  be  substituted  for  this  local  tax  on 
personal  property  a  local  income  tax  to  be  assessed  by  the 
state  board  and  to  replace  the  franchise  tax  as  well.  This 
would  greatly  diminish  the  objections  on  the  part  of  local 
communities  which  now  derive  a  substantial  revenue  from 
corporate  taxes.  That  in  New  York  as  well  as  in  many  other 
states  the  corporation  taxes,  both  state  and  local,  will  ulti- 
mately be  put  on  an  income  basis,  I  have  no  doubt.  But  as 
to  the  tempo  of  development,  there  may  be  reasonable  grounds 
for  discussion. 

It  is  ob\dous  from  what  has  been  said  that  it  would  be  in 
every  way  desirable  to  abolish  entirely  the  taxation  of  per- 
sonal property  and  to  have  the  income  tax  serve  as  a  sub- 
stitute therefor.  If  this  is  an  impossibility  for  political  or 
constitutional  reasons,  it  would  be  well  to  consider  the  plan 
already  adopted  in  Wisconsin,  namely,  to  permit  the  deduc- 
tion of  any  taxes  paid  by  individuals  on  personal  property 
from  the  sums  due  for  income  tax.  This  would,  indeed,  still 
necessitate  the  form  of  property  assessment;  but  the  result 
would  virtually  be  the  same.  Moreover,  the  privilege  which 
I  have  suggested  of  permitting  localities  to  choose  an  addi- 
tional income  tax  for  local  purposes,  to  be  levied  by  the 
state,  would  put  it  entirely  within  the  competency  of  each 
city,  town  or  village  to  decide  whether  it  preferred  a  con- 
tinuance of  the  old  general  property  tax,  or  a  substitution  of 
the  new  income  tax.  I  should  even  go  further,  and  if  a  local 
income  tax  proved  to  be  politically  impossible  I  should  suggest 
that  the  municipalities  be  permitted,  under  general  state  regu- 
lation, to  select  as  a  substitute  for  the  personal  property  tax 
an  indirect  income  tax  in  the  shape  of  a  habitation  and  an 
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occupation  tax.  To  this  extent,  I  am  in  favor  of  local 
option — that  is,  the  liberty  on  the  part  of  localities  to  choose 
between  methods  of  taxation  which  are  definitely  regulated 
by  general  state  law  and  in  such  a  way  as  to  retain  the  control 
and  the  general  supervision  within  the  hands  of  central 
officials. 

The  adoption  of  this  scheme,  it  will  be  recognized,  will  also 
accomplish  all  that  is  desirable  in  the  plan  of  separation  of 
sources.  The  controlling  reasons  for  suggesting  the  separa- 
tion of  state  and  local  revenue  have  always  been  to  relegate 
the  taxation  of  real  estate  to  the  localities  and  to  provide  for 
a  centralized  state  administration  of  taxes  on  corporations, 
inheritances  and  the  like.  The  adoption  of  a  state  income  tax 
would  really  be  in  harmony  with  this  scheme  of  separation ; 
for  real  estate  would  be  exclusively  taxed  by  the  local  com- 
munities, while  corporations  and  inheritances  would  be  as- 
sessed by  the  state  authorities.  The  mere  fact  that  the  in- 
come tax  might  be  utilized  for  both  state  and  local  purposes 
would  in  reality  not  derogate  from  the  principle  involved. 
For  the  basis  of  the  tax  would  still  be  a  state  basis,  even  though 
additions  were  permissible  to  the  localities.  I  should  not  con- 
sider such  a  system  as  inimical  to  the  real  principle  underlying 
the  theory  of  separation  of  source,  any  more  than  I  should 
consider  the  existing  apportionment  in  part  of  the  excise  tax 
in  New  York  or  of  certain  corporation  taxes  in  other  states  as 
inimical  to  the  principle.  Separation  of  source  as  I  con- 
ceive, means  primarily  separation  of  the  assessment  of  source. 

From  the  above  review  it  will  be  seen  that,  in  my  opinion, 
we  are  slowly  but  surely  being  pushed  into  a  position  where 
property  is  to  be  replaced  by  income  as  the  chief  basis  of 
taxable  ability.  It  is  not  likely  that  in  the  most  advanced 
industrial  states  of  the  Union  we  shall  revert  to  a  discredited 
system.  If  in  New  York  public  opinion  is  not  yet  ready  to 
declare  itself  in  favor  of  such  a  revolution  as  is  implied  in 
the  income  tax  it  is  entirely  likely  that  we  shall  proceed  for 
a  time  to  follow  the  plan  pursued  for  over  a  century  by 
France,  when  she  abandoned  her  old  personal  taxes — that  is, 
of  attempting  to  get  at  the  income  indirectly  rather  than 
directly  by  a  series  of  taxes  on  things  rather  than  on  persons, — 
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such  as  habitation  taxes,  occupation  taxes,  business  licenses 
and  the  like.  For  with  the  increasing  burdens  of  modern  life, 
it  is  fair  to  assume  that  real  estate  alone  will  not  be  per- 
mitted to  endure  the  pressure.  Until  the  recent  adoption  of 
the  federal  income  tax,  the  outlook  for  a  successful  state  income 
tax  was  exceedingly  slight;  now,  however,  the  situation  is 
entirely  altered,  and  is  full  of  promise. 

There  are  only  two  points  that  I  should  like  to  emphasize 
in  closing.  The  one  is  that  if  we  are  to  utilize  the  income 
tax  as  a  promising  source  both  of  greater  revenue  and  of 
greater  equality  for  state  and  local  purposes,  it  is  important 
that  the  rate  of  the  federal  income  tax  should  be  kept  low. 
For  if  there  should  be  a  real  competition  between  the  federal 
and  the  state  governments  for  the  same  source  of  revenue, 
the  results  could  only  be  disastrous.  This  leads  to  the  second 
point,  that  it  behooves  us  to  take  up  anew  and  from  a  broader 
point  of  view  a  reconsideration  of  the  relative  merits  of 
direct  and  indirect  taxes.  With  the  well-nigh  exclusive  reli- 
ance of  the  states  upon  direct  taxation,  and  with  the  growing 
tendency  on  the  part  of  the  federal  government  to  emphasize 
the  prevalence  of  direct  taxation,  there  is  in  my  opinion  a 
grave  danger  of  our  overstepping  the  limit.  All  history  has 
shown  that  a  certain  balance  must  be  kept  between  direct  and 
indirect  taxes.  As  the  great  reformer  Gladstone  told  us  over 
a  half  a  century  ago,  we  must  think  of  direct  and  indirect 
taxation  as  two  attractive  sisters,  with  the  same  parentage 
(necessity  and  invention),  differing  only  as  sisters  may  differ, 
in  minor  respects,  and  not  justifying  any  unfriendly  rivalry  be- 
tween their  admirers.  We  are  in  my  judgment  in  danger  of  los- 
ing that  sense  of  impartiality,  which  so  strongly  animated  that 
great  statesman.  We  need  in  the  domain  both  of  federal  and 
of  state  taxation  to  devote  considerably  more  attention  in  the 
future  to  the  possibilities  of  indirect  taxation.  For  we  shall 
otherwise  not  only  complicate  the  situation  but  incur  the 
danger  of  a  serious  reaction  from  the  ensuing  exaggerated 
burden  of  direct  taxation ;  and  shall  render  still  more  difficult 
this  transition  from  property  to  income  taxation  which  is 
impending  in  many  of  our  states  and  which  I  have  ventured 
to  call  the  next  great  step  in  advance. 
10 
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Samuel  T.  Howe 
Chairman  Kansas  Tax  Commission,  Topeka,  Kansas 

Among  the  advocates  of  tax  reform  there  is  now  substantial 
agreement  that  faculty,  or  ability  should  measure  the  obliga- 
tions of  citizens  to  contribute  to  the  support  of  the  state. 

Put  in  another  way,  the  proposition  is,  that  according  to  the 
scale  of  varying  ability,  so  should  taxes  correspondingly  vary 
in  amount. 

It  is  generally  agreed  also  that  the  ideal  thus  set  forth  is 
impossible  of  realization  under  many  current  tax  systems, 
hence,  the  need  of  their  reformation. 

Agreement  is  lacking,  however,  upon  the  question  of  how 
ability  shall  be  determined. 

If  all  wealth  were  used  in  production,  doubtless  income 
would  be  accepted  generally  as  the  proper  measure  of  faculty ; 
but  even  if  conditions  permitted  the  adoption  of  such  a 
measure,  the  apportionment  of  the  tax  among  the  citizens  in 
a  relatively  equal  manner  would  be  of  no  certain  attainment, 
if  the  income  enjoyed  could  be  ascertained  only  by  the  aid  of 
the  recipient  because  experience  shows  that  one  of  the  natural 
products  of  a  demand  for  public  revenue  is  an  evasion  of  all 
or  at  least  a  part  of  their  just  obligations  by  a  not  inconsider- 
able number  of  those  who  have  the  privilege  of  measuring 
their  o^vn  share  of  the  burden. 

Many  instances  of  this  tendency  might  be  given,  but  atten- 
tion will  be  called  to  only  one  which  dates  back  sufficiently  to 
indicate  the  long  existence  of  tax  shirking. 

In  speaking  of  conditions  in  England  during  the  last  years 
of  the  twelfth  century,  when  Richard,  the  king,  was  a  captive 
in  Germany,  Hoveden  says : 

146 
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More  frequent  than  usual,  in  consequence  of  the  king's  captivity  and 
other  incidents,  aids  of  no  smaU  amounts  were  imposed  upon  the  citizens; 
and  the  rich  men,  sparing  their  own  purses,  wanted  the  poor  to  pay 
everything. 

Down  through  the  centuries  since,  the  same  spirit  has  for- 
mulated tax  laws  to  some  extent,  and  even  at  this  time,  in 
days  of  boasted  progressive  welfare  legislation,  laws  are  such, 
in  most  jurisdictions,  that  the  burden  of  providing  revenue 
for  the  state,  rests  relatively  the  heavier  on  the  poorer  classes 
of  the  people. 

In  this  connection  consideration  must  be  given  to  the  in- 
cidence of  taxes,  that  is,  to  the  place  where  taxes  finally  rest 
after  their  shifting  has  ended.  The  question  is  difficult,  but 
there  is  now  little  dispute  as  to  one  proposition,  i.  e.,  that 
taxes  on  consumable  articles  must  ultimately  rest  in  large 
measure  upon  consumers. 

It  seems  clear,  therefore,  that  the  member  of  the  community 
whose  annual  income  is  consumed  wholly  by  frugal  living  ex- 
penses is  relatively  much  more  heavily  taxed  than  is  the  citizen 
whose  income  permits  the  accumulation  of  wealth. 

If  the  ideal  of  equality  of  burden  is  to  be  realized  in  any 
considerable  degree,  most  tax  systems  must  be  radically 
changed. 

The  prevalent  haphazard  methods  of  laying  taxes  are  quite 
disheartening  to  one  who  would  see  relative  equality  of  bur- 
den. Passion,  prejudice,  selfishness,  and  the  glittering  gen- 
eralities of  political  platforms,  formulated  not  infrequently 
with  little  or  no  knowledge  of  fundamental  principles  or  of 
the  real  facts  of  taxation,  and  too  often  for  the  sole  purpose 
of  winning  votes,  seem  to  be  nowadays  much  more  influential 
in  shaping  tax  laws,  than  the  desire  to  distribute  the  burden 
among  the  citizens  upon  some  equitable  plan. 

That  revenue  systems  which  open  the  way  to  spoliation,  or 
to  elusion  of  burden  will  always  operate  unjustly,  admits  of 
no  denial;  and  unfortunately  many  present-day  systems  are 
very  faulty  in  these  respects. 

But  coincident  with  the  modem  movement  for  betterment 
in  the  discharge  of  many  other  governmental  functions,  there 
are  tendencies  in  the  field  of  taxation  which  may  be  hopefully 
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taken  to  indicate  a  gradually  growing  support  to  movements 
designed  to  create  more  equitable  systems. 

Within  the  past  few  years  there  has  sprung  up  and  de- 
veloped, until  it  is  widespread,  a  movement  for  tax  reform 
which  in  some  jurisdictions  is  having  a  perceptible  effect  on 
present-day  tax  legislation,  but  the  movement  gains  ground 
slowly  and  needs  acceleration;  in  fact,  there  must  be  addi- 
tional inspiration  to  progress  or  retrogression  will  likely 
result. 

A  few  years  ago  Dr.  Arthur  T.  Hadley  in  his  presidential 
address  to  the  American  Economic  Association  affirmed  that 
economic  science  was  then  at  the  height  of  its  prosperity ; 
that  at  no  previous  period  had  popular  interest  in  the  subject 
been  so  widespread.  He  averred  that  the  college  class  rooms 
were  thronged  with  its  students;  that  there  was  a  decided 
movement  to  find  a  place  for  the  study  of  the  subject  in  the 
curricula  of  the  secondary  schools.  The  demand  for  public 
lecturers  upon  the  subject  largely  exceeded  the  supply,  and 
editors  of  leading  journals  were  seeking  writers  who  were 
educated  in  political  economy;  also  large  business  corpora- 
tions were  seeking  similar  help  in  the  solution  of  their  diffi- 
cult problems,  and  it  was  suggested  that  there  was  at  the  time 
a  great  and  growing  demand  for  the  service  of  trained  econom- 
ists in  the  fields  of  education,  journalism,  and  finance. 

The  scope  of  this  employment  has  broadened  since  Dr. 
Hadley  spoke  until  now  the  service  of  the  trained  economist 
can  be  said  to  be  a  powerful  factor  in  molding  and  directing 
industrial  and  commercial  movements. 

But  concerning  the  influence  of  economists  in  shaping  public 
activities  Dr.  Hadley  remarked  less  favorably.  It  was  sug- 
gested that  the  influence  of  economists  on  government  and 
legislation  was  then  less  than  it  should  be  and  less  than  it 
many  times  had  been  in  the  past.  Practical  politicians — and 
by  this  was  not  meant  those  who  practiced  foul  politics — 
seemed  to  have  an  ill-concealed  contempt  for  a  class  of  men 
whom  they  thought  to  be  visionaries  and  pure  theorists. 

Occasionally  a  politician  would  ask  the  advice  of  econom- 
ists, and  sometimes,  by  following  the  advice  would  so  act  as 
to  promote  the  public  interest.     As  a  rule,  however,  they  were 
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far  from  applying  the  results  of  scientific  investigation  to  the 
working  of  governmental  machinery ;  and  attempts  to  improve 
the  civil  service  by  rules  established  to  govern  selections  of 
employes  for  that  service  were  of  little  benefit  because  ordin- 
arily the  result  was  that  the  positions  were  filled  by  persons 
technically  trained  in  other  branches  of  knowledge  than  the 
one  needed  to  qualif}^  them  for  the  work  they  were  to  do. 

Here  again  conditions  have  changed  since  the  address  of 
Dr.  Hadley.  The  practical  politician  has  not  now  the  power 
that  he  then  had,  and  the  advice  of  economists  has  probably 
more  weight  in  many  directions  today  than  then,  but  the 
unpractical  or  the  demagogical  politician  has  been  largely 
substituted  for  the  so-called  practical  politician  and  not  in- 
frequently either  ignorantly  or  with  selfish  intent  shapes  pub- 
lic sentiment  to  the  detriment  of  the  general  welfare.  In 
reversing  the  influences  of  these  classs  of  politicians  it  is  not 
clear  that  the  public  has  been  bettered  in  even  a  moderate 
degree. 

After  referring  to  the  earlier  valuable  services  of  Walker, 
Wells,  Charles  Francis  Adams,  and  Horace  White,  all  trained 
economists,  Dr.  Hadley  said  in  the  words  following: 

Wbere  shall  we  look  for  their  successors?  We  are  teaching  more 
about  the  theory  of  utility  than  did  our  fathers;  but  are  we  doing  so 
much  for  the  realization  of  that  theory  in  the  organized  life  of  the  nation? 

If  we  fail  in  our  influence  upon  public  life,  we  fail  in  what  is  the  most 
important  application  of  our  studies,  and  in  what  may  almost  be  said  to 
constitute  their  fundamental  reason  for  existence.  Even  if  such  failure 
be  only  temporary,  as  I  believe  it  is,  it  furnishes  nevertheless  a  most 
serious  matter  for  consideration. 

The  belief  of  Dr.  Hadley  that  the  condition  suggested  by 
him  was  only  temporary  has  been  shown  to  have  been  well 
founded.  Since  his  remarks,  the  federal  executives  have  come 
more  and  more  to  a  realization  of  the  need  of  trained  experts 
in  many  governmental  employments,  and  have  filled  many 
places  in  the  public  service  upon  this  theory  and  now  there 
are  probably  more  trained  experts  in  federal  positions  than 
ever  before  and  the  example  set  by  the  general  government 
has  been  followed  in  the  states  to  a  considerable  extent. 

There  is  at  least  as  much  need  for  organized  expert  effi- 
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ciency  in  tlie  management  of  public  business  as  in  private 
activities  and  when  laws  have  progressed  to  the  point  of 
centralizing  the  administration  of  any  branch  of  government, 
the  officer  or  officers  with  whom  the  responsibility  of  adminis- 
tration is  placed  will  naturally  and  inevitably  seek  subordin- 
ates having  the  greatest  possible  qualifications  for  the  special 
work  in  hand. 

The  lack  of  a  remedy  for  many  existing  social  ills  is  not 
the  fault  of  executive  officers.  The  trouble  lies  deeper,  i.  e., 
in  the  failure  of  law-making  bodies  to  properly  legislate  for 
the  conduct  of  public  business  by  as  efficient  and  business-like 
methods  as  characterize  the  successful  management  of  private 
business. 

Members  of  the  law-making  body  come  fresh  from  the 
people  every  two,  four,  or  six  years  and  under  such  circum- 
stances it  might  be  reasonably  inferred  that  the  people  in- 
spire the  work  of  their  representatives,  but  this  is  far  from 
being  true  as  every  close  student  of  legislative  methods  well 
knows. 

Representative  government  is  based  upon  the  proposition 
that  the  whole  is  greater  than  its  parts;  that  the  units  con- 
stituting the  collective  body  are  each  representative  of  all  the 
people.  That  modem  legislation  is  characterized  by  methods 
directly  opposite,  was  so  well  stated  by  Dr.  Hadley  on  the 
occasion  mentioned  that  his  words  are  here  repeated : 

Under  the  current  system  of  political  ethics,  there  is  in  fact  a  direct 
antagonism  between  the  theory  of  economics  and  the  practical  working  of 
representative  government.  The  economist  shows  how  largely  the  inde- 
pendent action  of  the  parts  may  be  made  to  conduce  to  the  collective 
good  of  the  whole.  The  practical  working  of  representative  government 
making  each  member  primarily  responsible  to  his  district — or  one  might 
better  say,  to  the  members  of  his  own  party  in  his  district — means  that 
the  collective  action  of  the  whole  is  made  a  means  to  fulfill  the  separate 
wants  of  the  parts — even  though  the  satisfaction  of  those  wants  may 
antagonize  the  general  interest  of  the  nation. 

The  history  of  every  tariff  bill  and  of  every  river  and  harbor  bill 
affords  illustrations  of  this  tendency  of  our  representative  system.  The 
economist  is  at  a  disadvantage  in  influencing  members  of  the  legislature, 
because  his  ends  are  different  from  theirs.  He  is  trying  to  pursue  col- 
lective interests;  they  are  trying — and  under  the  existing  condition  of 
things,  necessarily  trying — ^to  balance,  to  compromise,  or  in  some  fashion 
to  reconcile  divergent  ones. 
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Under  modern  election  practice  the  electorate  is  seldom 
unitedly  interested  in  procuring  specific  legislation  for  the 
common  welfare.  Usually  the  representative  goes  to  the  legis- 
lative halls  without  strings  and  too  often  becomes  uncon- 
sciously the  passive  instrument  in  the  hands  of  leaders  whose 
ends  do  not  harmonize  with  the  movement  that  aims  to  secure 
just  rights  for  the  greater  number  of  the  social  body. 

The  weighty  problem  is  to  get  the  people  advised  as  to 
what  measures  will  benefit  the  greater  number  and  when  so 
enlightened,  to  have  them  organize  and  act  in  such  ways 
as  will  bring  about  needed  reformatory  legislation. 

There  seems  to  be  a  disinclination  on  the  part  of  the  masses 
to  take  advice  from  those  who  by  reason  of  calling  or  other- 
wise have  had  opportunity  to  conceive  and  suggest  measures 
which  in  practice  would  make  for  the  betterment  of  society. 
It  is  a  curious  fact  that  the  least  informed  upon  a  given  sub- 
ject is  likely  to  be  the  most  intolerant  of  the  opinions  of 
others  upon  the  same  subject ;  and  this  fact  is  many  times  an 
asset  of  the  demagogue  who  skilfully  cloaks  his  mischievous 
intent  under  a  loud  approval  of  some  present  popular  senti- 
ment that  in  the  nature  of  things  cannot  long  persist  because 
founded  in  error. 

The  saying  is  often  heard  among  those  who  are  not  the  best 
informed,  that  the  proposals  of  the  learned  and  the  experi- 
enced for  the  improvement  of  civic  activities  count  for  noth- 
ing because  the  originators  of  the  proposed  reform  measures 
are  only  theorists.  Such  objectors  have  no  thought  that  the 
best  theorist  is  the  best  person  to  direct  social  movements 
because  correct  theory  is  the  epitomized  conclusions  drawTi 
from  an  exhaustive  intelligent  study  of  the  facts  of  race  his- 
tory. Theory  and  practice  are  correlatives;  the  results  of 
their  interaction  are  such  that  in  a  sense  each  is  product  of 
the  other;  but  in  point  of  importance  theory  must  hold  first 
place,  because  as  suggested  already,  correct  theory  implies 
correct  knowledge  and  is  the  conclusion  reached  after  studying 
the  results  of  all  past  practice. 

It  is  time  for  the  people  to  realize  that  in  the  land  is  a  great 
body  of  able,  high-minded  and  disinterested  students  who  by 
careful  inquiry  into  past  conditions  of  the  race  have  become 
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especially  qualified  to  propose  measures  to  law-makers,  which, 
if  made  into  law,  would  greatly  benefit  the  public  interest. 

And  it  should  be  noted  also  that  large  numbers  of  public 
servants  in  the  various  grades  of  service  believe  in  the  prin- 
ciple that  the  rights  of  the  public  are  paramount  to  individual 
rights  and  that  the  latter  must  give  way  when  they  conflict 
with  the  greater  public  rights. 

At  this  time  there  is  probably  no  other  field  of  governmental 
activity  in  which  the  results  of  scientific  research  and  the 
advice  of  experts  and  of  practical  administrators  of  tax  laws 
have  so  little  influence  in  shaping  legislation  as  is  the  case 
with  the  business  of  taxation. 

This  is  so,  probably  because  of  the  indisposition  of  the  people 
to  pass  upon  measures  of  tax  reform  when  submitted  to  them 
for  approval  or  rejection. 

This  disinclination  to  act,  it  may  be  safely  affirmed,  comes 
most  from  the  lack  of  knowledge  of  principles  of  taxation 
which  are  admitted  by  practically  the  whole  body  of  com- 
petent authority,  to  be  fundamental ;  but  in  some  part  it  comes 
also  from  a  want  of  knowledge  of  the  real  facts  of  taxation. 

Correct  knowledge  may  be  wanting  because  of  lack  of  edu- 
cational opportunity,  or  by  reason  of  miseducation. 

The  political  rostrum  is  perhaps  the  most  potent  agency 
in  spreading  imperfect  and  it  may  be  erroneous  knowledge 
over  the  community  concerning  matters  of  public  interest. 
The  flimsy,  specious,  sophistical  and  wilfully  false  representa- 
tions heard  not  infrequently  from  partisan  political  speakers 
are  strangely  influential  in  directing  the  thought  of  large 
numbers  of  people  along  incorrect  lines.  In  time  the  mis- 
education  is  corrected;  but  the  result  often  is  long  delay  to 
right  action. 

It  is  probable  that  the  public  gets  the  larger  part  of  its 
education  from  the  press,  hence,  the  proposition  that  press 
statements  should  be  based  upon  fairly  perfect  knowledge  of 
principles  and  facts;  but  this  is  far  from  being  tlie  real 
situation  concerning  many  matters  of  taxation. 

Let  any  person  who  is  fairly  well  informed  upon  the 
question  scan,  for  a  month,  all  statements  which  appear  in  the 
press  relative  to  questions  of  taxation,  whether  the  treatment 
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be  of  principles  or  of  statistical  data,  and  the  quantity  of 
error  disclosed  will  surprise  the  investigator. 

Ignorance  is  a  prolific  source  of  doubt  and  distrust;  there- 
fore, the  need  of  popular  education  upon  matters  of  public 
business,  so  that  the  people  may  intelligently  choose  public 
servants  with  an  abiding  confidence  that  the  services  so  placed 
will  be  honestly  and  efficiently  rendered. 

It  is  matter  of  common  knowledge  that  votes  cast  for 
and  against  proposed  constitutional  amendments  are  generally 
fewer  than  the  total  vote  cast  at  the  same  election  for  one  or 
more  other  purposes.  This  fact  argues  either  ignorance  or 
indifference  on  the  part  of  many  who  go  to  the  polls,  and 
whichever  it  be,  the  cause  of  the  failure  to  participate  in 
the  decision  should  be  eliminated. 

Public  revenue  is  indispensable  in  the  conduct  of  state 
affairs.  To  secure  revenue  is  no  difficult  matter;  but  to  take 
it  in  just  proportion  from  the  units  of  the  social  body  is 
quite  difficult.  The  real  problem  is  how  to  secure  the  co- 
operation of  the  general  public  in  laying  down  rules  which 
shall  insure  equality  of  burden. 

The  chief  modem  use  of  the  word  "  business  "  is  to  indi- 
cate either  a  collective  or  an  individual  activity  among  mem- 
bers of  society  having  in  either  case  for  its  end,  the  produc- 
tion, distribution,  and  enjoyment  of  wealth.  To  speak  of  a 
social  or  private  undertaking  as  being  managed  in  a  business- 
like manner  presupposes  for  the  conduct  of  such  undertaking 
the  greatest  degree  of  methodical  and  thorough  treatment  that 
the  undertaking  can  possibly  have. 

Efficiency  is  one  of  the  indispensable  qualities  that  must 
characterize  the  conduct  of  any  enterprise,  if  it  be  managed 
in  a  business-like  manner.  A  good  deal  is  heard  today  about 
the  subject  of  efficiency  and  there  are  many  who,  because  of 
the  rather  insistent  use  of  the  term  in  relation  to  matters  of 
social  business,  are  inclined  to  ridicule  and  scoff  at  the 
emphasis  given  the  principle;  but  to  the  thoughtful  this 
criticism  will  not  appeal,  because  it  will  be  seen  that  efficiency 
must  of  necessity  be  a  characteristic  of  the  management  of  any 
successfully  conducted  enterprise. 

Centralization  of  responsibility  is  the  greatest  promoter  of 
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efficiency;  and  the  application  of  this  principle  in  modern 
industrial  and  commercial  activities  has  been  the  main  source 
of  the  remarkable  success  that  now  characterizes  those  fields 
of  endeavor. 

A  decided  obstacle  to  the  application  of  the  same  principle 
in  the  management  of  the  different  branches  of  public  business 
is  met  with  in  the  apparent  fear  of  the  people  that  centralized 
governmental  power  will  be  more  or  less  abused  to  the  detri- 
ment of  public  welfare.  Obviously  this  obstruction  can  be 
removed  only  through  an  organization  of  the  educated  thought 
of  the  greater  part  of  the  social  body  to  the  end  that  each 
branch  of  public  business  shall  be  founded  and  conducted  in 
accordance  with  rules  which  have  brought  such  pronounced 
success  to  private  business.  In  other  words,  this  means  sim- 
ply that  each  branch  of  the  service  shall  have  a  responsible 
head  who  shall  be  subject  to  be  called  at  any  time  to  account 
for  the  results  of  mismanagement. 

There  is  apparent  an  educative  movement  along  the  line 
suggested  because  in  keeping  with  the  centralization  of  the 
control  of  private  business  there  is  in  a  ver}^  marked  degree 
a  tendency  to  centralize  the  control  of  governmental  functions. 
An  instance  is  seen  in  the  domination  of  the  nation's  executive 
in  the  legislation  of  the  past  decade  and  more  especially  in 
that  of  the  last  biennium.  Another  illustration  is  found  in 
the  general  tendency  toward  the  adoption  of  the  commission 
form  of  government  in  cities  with  largely  increased  powers 
lodged  in  the  executive  office.  So  far  has  this  sentiment  grown 
that  the  remarkable  suggestion  of  a  change  from  the  bicameral 
to  the  uni-cameral  legislative  system  meets  with  much  favor 
and  is  largely  considered  as  being  possibly  not  out  of  joint 
with  the  times. 

The  conclusion  naturally  results  that  the  public  is  coming 
by  degrees  to  a  realization  of  the  soundness  of  the  proposition 
that  efficiency  in  civil  administration — like  as  obtains  now  in 
industry  and  commerce — will  be  best  achieved  through  central- 
ized power  in  the  hands  of  a  limited  number  of  administrators  ; 
many  times  in  only  one  responsible  head. 

Very  curiously  this  movement  progresses  in  opposition  to  a 
politically  created  sentimental  demand  for  a  larger  democracy. 
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The  extreme  of  this  sentiment  is  found  in  the  proposition  that 
the  people  shall  elect  all  public  servants  from  road  overseer 
up  to  the  president  of  the  nation. 

It  will  hardly  be  contended  by  any  person  of  even  average 
knowledge  that  qualifications  for  special  work  inspire  voters 
in  choosing  persons  to  public  office.  The  motives  behind  the 
choice  are  usually  foreign  to  questions  of  economics  or  finance 
and  seldom  relate  to  a  business-like  administration  of  govern- 
mental affairs. 

Any  plan  which  has  for  its  end  the  efficient,  economical 
and  generally  successful  management  of  the  different  branches 
of  public  service  must  be  constructed  upon  three  main  basic 
principles  : 

1.  The  centralization  of  power  and  responsibility.  Enough 
has  been  said  upon  this  subject. 

2.  A  tenure  of  position  must  be  provided  that  will  induce  to 
remain  in  the  service  those  who  by  training  and  experience  are 
best  qualified  to  serve  the  public.  It  is  just  as  true  of  public 
as  of  private  business  that  the  continued  service  of  competent 
persons  benefits  the  employer  increasingly  as  experience  and 
skill  increase. 

In  campaigns  it  is  often  urged  as  a  qualification  for  a  can- 
didate, that  he  has  been  successful  in  private  business  life  and 
is,  therefore,  superior  to  opposing  candidates  in  qualification 
for  public  office.  This  may,  or  may  not,  be  true ;  ordinarily 
it  will  not  be  true.  Men  who  have  devoted  the  larger  part 
of  their  business  lives  to  private  enterprise — which  time  must 
be  consumed  as  a  rule  in  achieving  success — have  been  proved 
many  times  to  be  absolutely  worthless  when  engaged  in  some 
other  capacity  than  the  one  in  which  trained.  The  exception 
only  proves  the  rule. 

So,  too,  a  person  trained  in  public  service  may  be  reason- 
ably supposed  to  have  better  qualifications  for  special  public 
work  than  is  one  who  never  has  had  experience  of  the  kind. 
Take  such  a  person  from  his  work  of  years  in  which  he  has 
been  successful  and  put  him  afloat  in  the  private  business 
world  and  he  might,  or  might  not  succeed,  according  as 
opportunity  did  or  did  not  present  itself  for  the  exercise  of 
some  special  ability  he  might  have. 


156  NATIONAL  TAX  ASSOCIATION 

The  public  cannot  have  continuous  efficient  business-like 
service  in  the  face  of  the  application  of  the  proposition  "  To 
the  victors  belong  the  spoils  ". 

3.  Such  rewards  for  service  must  be  provided  as  will  com- 
pare favorably  with  reasonable  rewards  in  private  service. 
Properly  qualified  persons  even  under  the  tenure  of  position 
above  suggested  can  rarely  be  secured  without  adequate  com- 
pensation. Ofttimes  when  the  question  of  increasing  the  com- 
pensation of  public  officers  is  under  discussion  the  remark 
is  heard  that  if  the  incumbent  does  not  wish  to  remain  in 
the  service  at  the  claimed  inadequate  compensation  there  are 
plenty  of  others  ready  and  willing  to  take  his  place.  This 
policy  in  practice  is  opposed  to  public  welfare  as  it  degrades 
the  service. 

There  is  another  proposition,  but  this  will  not  have  the  ap- 
proval of  those  who  wish  to  avoid  all  or  part  of  their  just  obli- 
gations to  their  fellow  men.  The  thought  is  that  those  who 
have  anything  to  do  with  fixing  the  burden  of  the  tax  payer  in 
so  far  as  the  assessment  of  property  is  concerned  should  be 
removed  as  far  as  is  possible  from  the  influence  of  the  in- 
dividual pocketbook. 

Favoritism  even  to  the  extent  of  fraudulent  practices  is 
too  often  developed  under  some  of  the  prevalent  loose  sys- 
tems. Individual  interests  must  be  subordinated  to  the  public 
interest.  So  long  as  the  controlling  management  of  a  branch 
of  public  business  so  acts  as  to  advance  the  public  interest 
with  due  regard  to  the  conservation  of  just  and  equitable 
private  rights,  no  cause,  moral  or  economic,  will  arise  for  a 
change  in  the  management. 

The  substitution  of  a  carefully  devised  administrative  sys- 
tem along  the  lines  indicated  in  place  of  the  planless  or 
formless  administrative  systems  now  in  vogue  in  many  juris- 
dictions will  doubtless  appear  as  correct  public  policy  to  all 
investigators  who  take  up  the  inquiry  with  an  open  mind. 

But  to  secure  such  a  reformation  the  people  must  help. 
Legislators  must  be  inspired  by  a  public  demand  for  reformed 
laws,  and  preliminary  to  getting  the  desired  help  there  must 
be  public  education  upon  the  subject. 
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The  first  or  primary  cause  of  inequality  of  burden  is  in 
defective  revenue  systems  and  above  all,  knowledge  must  be 
brought  home  to  the  people,  of  those  propositions  which  are 
approved  by  most  present-day  disinterested  students  of  the 
question. 

Limits  of  time  and  space  permit  here  only  brief  mention  of 
some  of  the  conclusions  upon  which  the  greater  part  of 
student  thought  harmonizes. 

1.  The  general  property  tax  as  a  means  of  equitable  taxation 
has  broken  down  and  is  a  complete  failure.  It  is  well  known 
that  practically  all  countries  have  abandoned  the  system  ex- 
cept the  states  of  the  American  Union,  where  it  now  has 
greatest  vogue  as  a  primary  source  of  revenue. 

2.  Taxes  placed  upon  property  should  be  fixed  according  to 
the  economic  characteristics  of  the  different  classes  of  property. 

3.  Constitutions  which  require  the  general  property  tax 
and  thereby  put  up  the  bars  against  equality  of  burden  should 
be  amended  so  as  to  permit  classification  of  property  to  the 
end  that  differential  rates  of  levy  may  be  fixed  for  the  dif- 
ferent classes. 

4.  The  ability  or  faculty  of  the  citizen  should  measure  tax 
exactions;  faculty  may  be  justly  charged  with  progressive  as 
well  as  with  proportional  taxes. 

5.  A  tax  upon  inheritances  is  the  least  objectionable  of  all 
taxes. 

6.  Taxes  upon  consumable  articles  are  largely  shifted  to 
consumers. 

7.  The  consumers  of  a  public  service  must  in  the  end  pay  the 
tax  of  the  public  service  agency.  The  corporation  or  person 
giving  the  service  is  but  a  tax  gatherer,  and  in  such  cases 
the  tax  must  be  recovered  as  a  part  of  the  cost  of  service,  or 
the  service  will  ultimately  fail. 

Other  propositions  upon  which  there  is  substantial  agree- 
ment might  be  stated,  but  the  above  are  sufficiently  indicative 
of  the  knowledge  concerning  important  primary  propositions 
that  should  be  given  the  general  public  where  now  lacking. 

Investigators  will  doubtless  agree  that  the  smaller  the  gov- 
ernmental  subdivisions   having  particular  tax   systems,   the 
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greater  will  be  the  conflict  in  the  interests  of  the  community 
at  large.  One  need  but  reflect  a  moment  in  order  to  realize 
the  fact  that  modern  industrial  and  commercial  conditions 
extend  over  a  large  territory,  embracing  many  states  and  very 
many  subdivisions  of  states.  The  arbitrar}^  lines  separating 
these  numerous  civii  organizations  have  disappeared  as  bar- 
riers to  many  social  movements,  because  through  the  modern 
facilities  of  communication  and  transportation  certain  inter- 
ests of  the  people  of  many  states  have  become  mutual,  and 
many  of  the  interests  of  the  citizens  of  governmental  units 
have  become  subordinated  to  the  greater  community  interests. 
Inseparable  from  this  condition  is  a  wider  acceptance  of  com- 
mon principles  as  being  fundamental  to  correct  social  policies. 

Welfare  legislation,  so-called,  now  being  had  in  some  juris- 
dictions, will,  of  course,  affect  economic  conditions  to  some 
extent,  but  such  conditions  extending  over  large  areas  can 
be  modified  very  little  by  local  laws;  nor  can  laws  that  upon 
their  face  demand  equal  treatment  of  all  men  be  fruitful  in 
that  respect  if  inconsistent  with  general  economic  tendencies. 

The  theorj^  of  the  general  property  tax  is  that  all  property, 
except  that  which  is  expressly  exempted,  shall  be  assessed  by 
the  advalorem  plan  upon  the  same  plane  of  actual  money 
value,  and  that  uniform  rates  of  Iqyj  shall  be  applied  to  the 
amounts  of  the  assessments. 

This  hard-and-fast  rule,  which  upon  its  face  carries  equal- 
ity of  treatment  before  the  law  for  all  citizens,  when  in  prac- 
tice actually  and  inevitably  produces  inequality,  because  it 
seeks  to  do  in  a  manner  not  economic  what  the  dominating 
natural  economic  law  forbids. 

Revenue  sj^stems  which  do  not  permit  differential  rates  of 
levy  to  be  fixed  accordingly'  as  the  economic  character  of  the 
different  classes  of  property  varies,  must  of  necessity  fail  to 
lay  the  tax  in  a  relatively  equal  manner  among  the  citizens. 
Even  a  law  perfectly  devised  and  formulated  to  produce  equal- 
ity, if  its  administration  be  placed  in  unskilled  hands,  may, 
and  is  likely  to  produce  inequality. 

Although  difiicult  to  achieve,  nevertlieless  justice  demands 
that  equality  of  burden  shall  be  the  objective  point  of  all 
reformatory^  tax  legislation. 
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The  last  decade  saw  in  many  states  legislation  of  this 
kind,  and  in  some  of  the  states  so  legislating,  the  result  has 
been  of  undoubted  benefit  to  the  greater  number  of  those 
affected,  by  shifting  taxes  from  those  of  inferior  to  those  of 
superior  ability  to  bear  the  burden. 

However,  as  experience  seems  to  indicate  is  usually  the 
case,  the  benefits  are  silently  accepted,  and  the  beneficiaries 
remain  quiescent  even  when  the  discontinuance  of  their  bene- 
fits is  threatened. 

On  the  other  hand,  those  who  are  justly  carrying  an  added 
burden  are  heard  in  loud  protestation  and  by  reason  of  their 
influence  they  are  able  to  set  in  motion  forces  that  actively 
endeavor  to  procure  retrogressive  laws. 

Only  recently  a  county  clerk,  an  elective  officier,  who  is  ex- 
officio  the  county  assessor  of  his  county,  remarked  in  substance 
that  such  officers  need  not  be  expected  when  candidates  for 
re-election  to  get  after  influential  men  of  the  community  even 
if  they  were  tax  shirkers,  and  this  voices  a  too  prevalent  sen- 
timent among  elective  officers  who  have  to  do  with  the  as- 
sessment of  property. 

These  efforts  to  bring  about  a  relapse  to  the  conditions 
existing  prior  to  those  which  have  come  from  reformed  sys- 
tems seem  to  be  having  effect  in  some  quarters,  for  there  are 
present-day  tendencies  to  retrogressive  legislation.  These  ten- 
dencies, however,  would  undoubtedly  disappear  did  the  facts 
of  experience  inspire  the  general  public  to  demand  correct 
tax  legislation. 

While  the  trend  generally  is  toward  centralization  of  as- 
sessment in  order  that  efficiency  may  be  promoted,  yet  in  some 
localities  the  drift  is  toward  de-centralization. 

This  is  evidenced  by  changes  already  made  from  appoin- 
tive to  elective  systems  of  choosing  assessors  and  by  efforts 
to  reorganize  central  assessment  bodies  by  making  one  mem- 
ber selective,  either  by  appointment  or  election,  and  the  others 
ex-officio  members.  A  saving  in  salaries  is  the  only  defensible 
reason  that  could  be  given  for  such  a  change,  but  the  saving 
would  be  at  the  expense  of  efficiency,  as  every  candid  in- 
vestigator will  have  to  admit.  Instead  of  the  movement  being 
an  economical  one,  it  is  the  reverse.     There  is  no  compensa- 
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tion  paid  anywhere  to  members  of  these  central  bodies  that 
is  at  all  comparable  in  sufficiency  to  the  remuneration  that  is 
usually  given  in  private  life  for  like  responsibility  and  use- 
fulness. 

The  work  is  so  great  not  only  as  to  supervision,  but  as  to  the 
determination  of  intricate  questions,  that  it  is  quite  impos- 
sible for  one  person  to  carry  the  work  and  the  responsibility, 
and  every  one  knows  that  ex-officio  members  would  rarely  do 
anything  more  than  sit  as  advisory  members,  if  they  did  even 
that  much.  They  have  the  duties  of  their  own  offices  to  per- 
form, which  usually  occupy  their  time  fully,  and  ex-officio 
duties  are  merely  side  issues.  The  work  is  too  important  to 
be  made  that  of  a  subdivision  of  some  department  in  charge 
of  a  chief  clerk. 

Experience  has  demonstrated  the  futility  of  attempting  to 
properly  assess  the  property  of  inter-county  or  inter-state 
public  service  corporations  in  any  other  way  than  by  placing 
that  work  upon  a  central  body.  One  of  the  incongruities  of 
the  backward  movement  is  the  apparently  serious  proposal  in 
at  least  one  state  that  the  central  assessment  body  shall  be 
furnished  by  the  state  board  of  utilities  with  values  of  public 
service  corporation  property  which  must  be  adopted  by  the 
assessment  body. 

Very  clearly  this  proposition  seems  to  have  the  least  merit  of 
any  of  the  proposed  backward  steps.  It  is  common  knowl- 
edge among  the  well-informed  that  there  is  great  conflict  all 
over  the  country  as  to  what  value  shall  be  fixed  as  the  basis 
for  public  service  rate  making,  and  this  is  the  foremost  ques- 
tion with  boards  of  utilities. 

It  is  unnecessary  to  go  into  detail;  suffice  it  to  say  that 
boards  of  utilities  appear  to  be  seeking  ways  to  eliminate  as 
much  as  possible  everj^  element  of  value  other  than  that  of  the 
physical  plant  as  a  basis  for  rate  making;  in  other  words, 
the  value  of  the  public  service  corporation  as  a  going  concern 
is  not  taken  by  boards  of  utilities  as  a  basis  for  rate-making. 
On  the  contrary,  such  institutions  are  treated  by  assessment 
boards  as  going  concerns,  and  the  present  earnings  or  the 
average  earnings  for  a  period  of  five  or  ten  years  last  past  are 
considerable  factors  in  determining  value  for  tax  purposes. 
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Should  physical  value  as  found  by  boards  of  utilities  become 
the  tax  value,  a  large  shrinkage  in  tax  values  over  the  whole 
country  will  ensue,  and  burdens  now  borne  by  the  public  ser- 
vice corporations  will  be  shifted  to  the  property  of  other 
units  of  the  community  that  are  already  heavily  burdened. 

All  in  all,  the  movements  to  secure  retrogressive  laws  may 
be  said  to  be  unworthy  the  support  of  a  single  advocate  of 
equality  of  burden.  The  clearly  apparent  results  that  would 
follow  such  a  policy  indicate  that  the  attempt  to  go  back  is 
inspired  by  interests  that  wish  to  shift  some  part  or  all  of 
their  just  share  of  the  burden  which  is  now  a  present 
obligation. 

A  public  demand  that  the  tax-reform  movement  shall  be 
turned  backward  is  nowhere  apparent.  The  most  that  can 
be  said  is  that  the  greater  part  of  the  people  are  indifferent 
and  rarely  do  even  a  majority  of  the  voters  express  them- 
selves at  elections  on  this  or  allied  questions.  In  fact  there 
is  such  a  want  of  popular  unity  of  purpose  and  action  that 
very  little  modern  legislation  is  promoted  directly  by  the 
people. 

Laws  come  mostly  through  the  initiative  of  individual 
members  of  the  law-making  body  and  their  inspiration  may 
be  and  indeed  largely  is  a  desire  to  reap  personal  benefits, 
political  or  otherwise. 

Party-platform  demands  for  legislation  in  many  juris- 
dictions are  no  longer  formulated  by  the  rank  and  file  of  the 
different  parties.  The  modern  political  platform  is  builded 
by  the  persons  who  have  been  nominated  as  candidates  of 
their  parties  for  public  offices,  and  is  usually  an  opportunist 
declaration  of  principles,  the  main  purpose  of  which  is  to 
impose  on  the  credulity  of  the  electorate  so  as  to  win  their 
support  at  the  polls. 

Even  in  states  where  direct  legislation  may  be  had,  the 
initiative  comes  generally  from  an  inconsiderable  number  of 
citizens  who  for  one  reason  or  another  are  active  in  obtaining 
for  petitions  signatures  sufficient  in  number  to  cause  their  pro- 
posed measures  to  be  submitted  to  a  popular  vote.  It  is  pro- 
verbial that  petitions  are  rarely  expressive  of  an  intelligent 
understanding  of  the  question  involved,  because  signatures 
11 
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to  them  are  more  often  than  otherwise  given  without  any  very 
careful  consideration  by  the  petitioners  of  the  subject  of  the 
petition.  A  few  influential  signatures  at  the  head  of  a  peti- 
tion usually  insures  a  long  list  of  names. 

At  the  polls,  however,  a  majority  of  those  who  consider  the 
measures  submitted,  register  their  disapproval  much  oftener 
than  their  approval,  and  this  speaks  well  for  the  conservati- 
ism  of  those  who  so  act,  but  as  has  already  been  suggested, 
this  negative  action  does  not  always  come  as  the  result  of 
careful  inquiry,  and  anyhow  is  reached  after  an  experience 
of  trouble  and  expense  which  might  well  have  been  avoided 
had  proper  knowledge  characterized  first  action. 

If  the  investigator  shall  finally  determine  that  popular 
help  is  a  desirable  means  to  secure  reform  legislation,  his 
thought  ^^•ill  naturally  turn  to  the  channel  through  which  the 
help  must  come. 

It  is  evident  that  there  must  be  some  organized  effort  to 
disseminate  correct  information  throughout  the  greater  com- 
munity, and  here  again,  as  in  all  fields  of  social  interest,  there 
is  necessity  for  central  initiative  action  and  supervision. 

As  has  been  suggested  already,  economic  conditions  should 
be  made  to  harmonize  throughout  the  largest  area  that  is 
possible.  There  is  almost  world-wide  recognition  of  the 
proposition  that  at  least  some  interests  are  common  to  all 
humankind  and  in  this  proposition  is  rooted  the  agitation 
which  has  for  its  end  the  extension  to  all  peoples  of  the  bene- 
fits of  the  most  enlightened  and  progressive  civilization  and 
as  a  result  provincialism  is  slowly  disappearing,  but  the  move- 
ment is  retarded  by  the  conflicting  laws  of  states  and  nations. 
The  inevitable  deduction  is  that  the  educative  movement  for 
tax  reform  should  be  at  least  national  in  extent,  and  therefore, 
that  the  head  of  the  movement  should  be  as  broadly  national 
in  character  as  is  possible. 

In  the  nature  of  things  there  must  be,  therefore,  a  sort  of 
threefold  organization  which  may  be  outlined  briefly  as 
follows : 

1.  A  national  organization. 

2.  A  branch  organization  in  each  state. 
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3.  The  necessary  number  of  subordinate  organizations  sub- 
ject to  the  state  organization,  the  unit  of  which  shall  be  the 
county  or  some  larger  district. 

It  is  obvious  that  the  most  difficult  part  of  the  organization 
to  perfect  is  the  central  or  national,  and  in  this  connection 
one's  thought  is  perforce  directed  to  a  consideration  of  the 
National  Tax  Association  as  a  perfected  central  organization 
which  will  well  answer  the  purpose  provided  it  can  be  made 
available.  The  members  of  the  Association  understand  full 
well  the  difficulties  which  the  founders  and  promoters  of  the 
Association  met  with  in  the  early  days  of  the  organization 
and  their  experience  clearly  indicates  the  advisability  of  act- 
ing through  some  central  body  already  in  successful  opera- 
tion. The  National  Association  might  very  well  serve  as  the 
promoter  of  the  scheme  of  organization  here  suggested,  but 
as  to  the  educational  features  of  the  movement,  it  of  course 
would  not  be  available  as  an  advocate  of  any  rules  upon  the 
subject  except  those  which  according  to  the  distinguishing 
characteristic  of  the  Association  will  not  be  endorsed  until 
agreed  upon  unanimously  by  its  members.  The  Association 
as  to  points  agreed  upon  could  be  active  in  disseminating 
knowledge,  but  as  to  disputed  principles  could  not  assume 
to  advise.  However,  in  response  to  particular  inquiries  upon 
certain  lines  of  thought,  the  Association  might  supply  infor- 
mation and  data  without  the  same  carrying  its  endorsement. 

Already  in  some  of  the  states  are  state  organizations  that 
are  doing  good  work,  and  the  methods  by  which  these  bodies 
have  been  constituted  could  be  carefully  studied  and  a  plan 
deduced  as  a  model  under  which  to  organize  similar  bodies 
in  all  the  states. 

The  organization  of  subordinate  branches  of  the  state  or- 
ganization would  be  a  matter  largely  for  local  consideration, 
but  a  general  plan  in  outline  might  be  suggested  by  the 
National  body  to  govern  in  organizing  local  branches. 

The  thought,  of  course,  is  that  the  whole  movement  would  be 
at  first  only  educative  in  purpose.  Should  the  results  follow 
which  might  reasonably  be  expected,  it  is  not  improbable  that 
the  ultimate  outcome  would  be  a  convention  of  the  states 
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legally  authorized  to  agree  upon  at  least  some  canons  of 
taxation  which  have  become  generally  acceptable  to  the  larger 
community  interests. 

The  final  suggestion  is  that  it  would  be  very  helpful  along 
the  lines  here  discussed  if  the  National  Tax  Association  would 
raise  a  committee  charged  with  the  investigation  of  the 
question  and  with  the  duty  of  reporting  a  plan  of  organization 
at  the  next  annual  meeting  of  the  Association. 


THE  TAX  COMjMISSION  OF  NEVADA  AND  ITS 
PROBLEMS 

J.  F.  Shaughnessy  , 

Commissioner,  Nevada  Tax  Commission,  Carson  City,  Nevada 

Summarized,  the  situation  at  the  time  of  the  creation  of 
the  Tax  Commission  (1913)  and  at  the  present  time  is,  as 
follows : 

Nevada  has  a  population  at  the  present  time  ranging  be- 
tween 90,000  and  100,000  people.  It  has  an  area  of  110,000 
square  miles,  comprising  about  70,300,000  acres  of  land,  of 
which  approximately  3,000,000  acres  are  held  in  private  own- 
ership and  devoted  to  agricultural  and  stock-raising  pursuits. 
Of  these  holdings  there  is  now  controlled,  water  for  irrigating 
purposes,  to  cover  something  like  800,000  acres,  and  the  bal- 
ance thereof,  (2,200,000)  acres  is  to  be  classed  as  arable, 
mountain  and  desert  grazing  lands,  which  are  almost  exclu- 
sively devoted  to  livestock  raising.  In  fact,  it  is  to  be  said 
that  nearly  all  of  the  3,000,000  acres  of  land  privately  owned, 
including  practically  all  of  the  developed  water  resources  of 
our  state,  is  devoted  to  cattle  and  sheep  raising.  Only  a  small 
portion  of  said  lands  are  put  to  intensive  agricultural  use  and 
where  so  operated  the  market  for  the  products  thereof  is 
established  largely  by  the  livestock  industry.  There  is  very 
little  hay  or  grain  shipped  out  of  our  state  and  upon  the  whole 
there  has  thus  far  been  little  effort  made  to  do  so  for  the 
reason  that  our  principal  industries  are  mining  and  livestock 
raising.  Therefore,  only  sufficient  hay  and  grain  are  pro- 
duced for  home  consumption  and  feeding  purposes.  While 
our  lands  are,  as  indicated  above,  improvidently  operated  from 
an  agricultural  standpoint,  it  is  not  to  be  inferred  that  they 
are  not  valuable  because  devoted  to  the  livestock  industry, 
especially  when  the  present  high  price  of  livestock  is  con- 
sidered. 
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In  addition  to  the  foregoing  lands  privately  owned,  the 
only  other  lands  owned  and  taxable  at  the  present  time  are 
the  Central  Pacific  Railway  "  grant  "  lands,  comprising 
3,700,000  acres.  These  lands  are  for  the  most  part  arable, 
mountain  and  desert  grazing  lands — including  certain  sections 
that  have  a  good  prospective  mineral  value.  There  is  also 
included  a  substantial  acreage  of  arid,  barren  lands  which  if 
taken  separately  are  almost  worthless  at  the  present  time. 
These  lands  were  assessed  during  the  year  1914  at  $7,253,000, 
or  an  average  of  $1.96  per  acre.  Thus  far  these  lands,  as  a 
whole,  have  not  been  scientifically  classified,  and  whereas  cer- 
tain arable  and  grazing  tracts  therein  have  been  classified  and 
carried  at  an  assessed  valuation  ranging  from  $4.50  to  $7.50 
per  acre,  the  great  bulk  of  these  lands  is  carried  at  a  minimum 
assessment  valuation  of  $1.25  per  acre,  which  was  fixed  by 
legislative  enactment  in  1911. 

Nevada,  like  a  majority  of  the  states,  depends  in  a  large 
measure  for  its  revenue  on  the  general  property  tax.  It  is 
operated  under  the  "  uniform  rule  "  as  required  by  Article 
X  of  the  constitution,  reading  in  part  that  "  the  legislature 
shall  provide  by  law  for  a  uniform  and  equal  rate  of  assess- 
ment and  taxation." 

At  the  last  session  of  the  legislature  (1915)  the  tax  com- 
mission had  introduced  the  National  Tax  Association's  model 
constitutional  provision,  providing  that  "All  taxes  shall  be 
uniform  on  the  same  class  of  property  ",  but  this  failed  of 
passage,  due  largely  to  opposition  on  the  part  of  the  mining, 
land  and  livestock  interests.  Changes  in  Nevada's  constitu- 
tion must  be  submitted  and  acted  upon  favorably  by  two 
sessions  of  the  legislature,  and  then  approved  by  a  vote  of  the 
people,  before  it  can  become  effective. 

A  state  board  of  equalization,  consisting  of  certain  state 
officers,  acting  in  an  ex-officio  capacity,  was  tried  out  in 
Nevada  in  the  early  '90 's,  but  its  action  did  not  meet  with 
popular  approval  and  the  law  was  repealed.  Later  an  en- 
deavor was  made  to  effect  equalization  by  a  state  board  of 
assessors,  the  administration  of  which  exercised  in  the  slight- 
est degree  possible  the  powers  theretofore  enjoyed  by  the 
separate  county  governments.     The  state  board  of  assessors 
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was  created  by  the  legislature  of  1901.  It  was  composed  of 
the  several  county  assessors,  with  the  governor,  acting  as 
chairman,  and  met  annually  in  Carson  City  to  fix  valuations 
as  prescribed  by  law.  Assisted  by  the  railroad  commission, 
which  prepared  and  presented  valuable  data,  it  made  substan- 
tial increases  in  the  assessed  valuation  of  the  railroads,  and, 
theoretically,  in  the  assessed  valuation  of  livestock.  In  fact, 
the  two  classes  of  property  last  named,  were  practically  the 
only  classes  treated  by  this  board,  the  balance  being  left  by 
resolution  for  individual  treatment  by  the  local  county 
assessor. 

Further,  analysis  of  the  results  clearly  showed  that  railroad 
property  was  the  only  property  which  had  received  genuine 
equalization  at  the  hands  of  the  state  board  of  assessors  for 
the  reason  that  while  the  board  uniformly  set  the  valuation 
per  head  for  livestock,  the  turn-in  for  assessment,  did  not,  on 
the  average  exceed  50%  of  the  number,  and,  therefore,  its  as- 
sessment ratio  to  full  value  did  not  exceed,  if,  in  fact,  it 
equaled  20%,  while  railroads  had  reached  a  50%;  ratio. 

The  board  was  empowered  as  follows : 

The  county  assessors  of  the  several  counties  of  this  state  shall  meet 
for  a  period  not  exceeding  ten  days  in  the  office  of  the  Governor  at 
Carson  City,  Nevada,  on  the  second  Monday  in  January  of  each  year, 
and  shall  at  such  meetings  establish  a  valuation  through  the  state  of  all 
railroads  and  rolling  stock  of  such  railroads,  of  all  telegraph  and  tele- 
phone lines,  of  all  electric  light  and  power  lines,  of  all  cattle  and  sheep, 
and  upon  all  other  kinds  of  property  which  in  the  judgment  of  said 
assessors  can  be  valued  and  assessed  more  uniformly  by  said  assessors 
acting  collectively,  than  by  the  several  county  assessors  acting  separately; 
*  *  *  provided,  that  nothing  herein  shall  be  so  construed  as  to  impair 
the  right  of  the  Board  of  Equalization  of  any  county  to  equalize  taxes 
on  all  property,  the  valuation  of  which  has  not  been  fixed  at  the  annual 
meeting  of  the  county  assessors  as  provided  in  this  section;  but  the  said 
county  Board  of  Equalization,  shall  not  have  the  power  to  equalize  any 
property  upon  which  a  valuation  has  been  placed  by  the  said  Board  of 
County  Assessors.  *  *  * 

And  the  assessors  of  the  several  counties  shall  assess  and  enter  upon 
the  assessment  rolls  of  their  respective  counties  all  such  property  at  the 
valuation  designated  by  such  meeting  of  county  assessors;  and  shall  fix 
the  value  and  assess  all  property  not  so  valued  at  said  meeting  in  the 
manner  now  provided  by  law. 


168  NATIONAL  TAX  ASSOCIATION 

In  1911  a  tax  commission  bill  was  introduced  before  the 
legislature,  which  failed  of  passage.  This  bill  was  also  re- 
submitted to  the  extraordinary  session  of  the  legislature  which 
convened  in  1912,  at  which  time  it  again  failed  of  passage. 
However,  for  some  years  public  interest  in  matters  pertaining 
to  state  finances  had  been  growing,  and  this,  augmented  by  a 
deficiency  in  state  expenditures  of  approximately  $120,000, 
led  a  number  of  prominent  citizens  in  1912,  under  the  leader- 
ship of  Senators  Newlands  and  Massey,  Governor  Oddie,  ex- 
Governor  Dickerson,  and  Lieutenant-Governor  Ross,  to  call  a 
public  meeting,  which  was  held  under  the  auspices  of  the  Reno 
Commercial  Club,  at  Reno,  Nevada,  November  14,  1912.  As  a 
result  of  this  meeting,  there  was  organized,  under  the  name 
of  the  "  Citizens  Economy  and  Taxation  Committee  ",  an 
association  of  the  most  representative  citizens  of  the  state, 
selected  geographically.  Appropriate  committees  were  ap- 
pointed and  January  11th  and  12th,  1913,  the  committees 
reported  the  following  recommendations : 

(1).  That  public  expenditures  be  reduced  where  this  can 
be  done  without  sacrificing  the  eflSciency  of  the  service. 

(2).  That  a  tax  commission  be  created  with  broad  powers 
along  the  lines  recommended  by  the  National  Tax  Association. 

(3).  That  an  inheritance  tax  be  enacted  along  the  lines  re- 
commended by  said  National  Tax  Association. 

Largely  as  a  result  of  this  report,  and  the  efforts  of  the 
various  members  of  the  said  Citizens  Economy  and  Taxation 
Committee,  a  tax  commission  law,  comprising  broad  general 
power  of  supervision,  assessment  and  equalization  was  enacted 
in  1913,  although  its  passage  was  opposed  so  vigorously  by 
various  interests  that  the  fate  of  the  bill  hung  in  the  balance 
until  the  closing  days  of  the  session.  An  inheritance  tax  law 
was  also  passed  as  a  result  of  this  committee's  efforts.  The 
model  recommended  by  the  National  Tax  Association  was 
followed. 

Prior  to  the  creation  of  the  tax  commission  there  was  no 
action  taken  by  which  the  state  could  secure  even  reasonable 
protection  as  to  the  sufficiency  of  its  revenue,  nor  was  there  an 
adequate  method  by  which  a  fair  distribution  of  tlie  burden  of 
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state  government  could  be  equalized  as  between  the  different 
counties,  with  the  result  that  different  counties  were  assessed 
upon  a  basis  ranging  from  25%  to  80%.  The  lower  ratio 
obtaining  in  the  agricultural  and  stock-raising  counties,  and 
the  higher  in  the  mining  counties.  Under  this  state  of  facts 
property  similar  in  kind  and  equal  in  value,  throughout  the 
state  contributed  more  in  those  counties  that  were  least  able 
to  pay  and  less  in  those  counties  best  able  to  pay  towards  the 
support  of  the  state  government. 

Throughout  the  year  1913  following  its  creation,  the  com- 
mission found  that  the  ratio  of  assessed  to  full  value  of  various 
properties  were  as  follows: 

Railroad  property 50% 

Public  utilities 25%  to     30%, 

Mining  and  milling  facilities 25%  to     30% 

Livestock 15%  to     20% 

Agricultural  and  grazing  lands  (privately  owned)  .  .  .  25%  to     30% 

Town  property 40%  to  100% 

Little  was  accomplished  by  way  of  equalization  during  the 
tax  year  1913,  but  beginning  with  the  tax  year  1914  the 
commission  resolved  to  bring  all  property  as  near  as  might  be 
to  a  60%  basis.  This  was  accomplished  with  fair  success  as 
to  all  property  except  livestock  and  town  property.  Because 
of  an  allowance  for  range  losses  and  failure  to  secure  an 
accurate  turn-in,  the  true  ratio  covering  livestock  I  estimate 
at  approximately  30%  of  its  actual  value.  To^vn  property 
ranging  from  40%  to  100%  was  left  practically  undisturbed, 
for  the  reason  that  the  commission  had  exhausted  its  $5,000 
annual  appropriation  in  making  its  investigations  covering 
other  property,  and  was,  therefore,  unable  to  secure  the  neces- 
sary information  by  which  an  intelligent  classification  of  towTi 
property  could  be  made.  During  the  tax  years  1913-1914  the 
commission  by  supervision  of  assessments  and  equalization  in- 
creased the  total  assessed  value  of  the  state  from  $105,000,000 
to  $140,000,000. 

In  taking  this  action  it  necessarily  followed  that  the  lands 
privately  owned  (3,000,000  acres)  were  upon  the  average  in- 
creased 100  per  cent  in  assessment  value.  The  average  farm 
unit  in  Nevada,  as  shown  by  the  federal  census  report  for 
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1910,  is  1,000  acres,  being  three  times  as  large  as  any  other 
state  in  the  union,  except  Wyoming,  which  shows  an  average 
of  777  acres.  Much  of  our  land  is  held  in  large  areas  rang- 
ing from  5,000  to  175,000  acres  and  is  at  present  mainly  de- 
voted to  the  livestock  industry.  It  is  very  desirable  for  colon- 
ization purposes,  and,  if  so  handled,  and  put  to  intensive 
cultivation,  would  create  many  valuable  farms  and  enable  us 
to  increase  our  population  largely,  which,  obviously,  would 
be  of  great  advantage  to  the  state.  But  upon  the  other  hand, 
this  seems  to  be  the  very  thing  that  the  large  livestock  owners, 
who  are,  in  fact,  the  large  land  owners,  do  not  want.  They 
are  desirous  of  holding  intact  these  large  ranges,  and  in 
order  to  do  so  it  is  necessary  that  they  secure  as  near  a 
minimum  assessment  valuation  as  possible.  Numerically  this 
class  of  taxpayers  is  in  the  minority,  but  upon  the  other 
hand,  they,  and  the  banking  interests  who  finance  them  are  in 
control  financially. 

The  numerical  strength  of  this  class  of  taxpayers  is  perhaps 
best  illustrated  by  the  recent  government  census  report  which 
shows  there  are  23,677  homes  in  the  State  of  Nevada ;  that  of 
this  number  10%,  or  2,367  are  located  in  the  rural  districts; 
the  balance,  or  21,310  being  located  in  the  towns. 

Unfortunately  the  commission  in  attacking  this  problem 
of  equalization  labored  under  the  serious  disability  of  finding 
the  railroad  property,  comprising  as  it  did  43%  of  the  total 
assessed  valuation  of  the  state,  at  the  beginning  of  the  1913 
tax  year,  assessed  very  much  higher  than  any  other  class  of 
property,  except  to^vn  residence  property. 

This  condition  grew  out  of  the  manner  in  which  the  state 
board  of  assessors  had  administered  the  revenue  laws.  Aided 
by  the  state  railroad  commission  in  the  matter  of  reports 
covering  valuations  for  rate-fixing  purposes  and  the  earning 
power  of  the  different  properties,  the  board  was  enabled,  prior 
to  the  close  of  its  existence  in  March,  1913,  to  secure  assess- 
ment valuations  which  closely  approximated  50%  of  the  actual 
value  of  railroad  property,  but  on  the  other  hand  it  had  com- 
pletely failed  to  uniformly  assess  and  equalize  other  property, 
or  to  take  any  action  whatsoever  looking  toward  the  uniform 
assessment  and  equalization  of  all  property  as  between  coun- 
ties for  state  purposes. 
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The  difficulties  which,  arose  from  the  operation  of  the  state 
board  of  assessors  are  apparent  from  what  has  been  said 
above,  but  to  be  specific  it  may  be  said  that  with  the  exception 
of  uniform  assessment  and  equalization  of  railroad  property, 
and  the  property  of  towns  or  counties  where  the  necessities  of 
government  were  such  that  all  property  had  been  increased 
above  the  general  average  in  order  to  secure  the  needful  re- 
venue for  municipal  or  county  purposes,  all  other  property 
was  assessed  and  equalized  by  the  county  authorities,  largely 
on  the  basis  of  the  influence  or  the  force  of  the  individual  or 
corporation  rendering  said  property  for  assessment  and  equali- 
zation. In  all  the  agricultural  and  stock  raising  counties,  rep- 
resenting on  an  all-property  basis  15%  of  the  total  assessed 
valuation  of  the  state,  this  action  had  the  two-fold  effect  of 
keeping  the  assessment  valuation  of  property  at  the  minimum 
and  the  local  tax  rate  at  the  maximum.  This  enabled  those 
counties  to  secure  the  needful  revenue  for  county  purposes 
and  at  the  same  time  avoid  the  pa;yTnent  of  their  just  pro- 
portion of  revenue  for  state  purposes.  How  successful  they 
were  in  this  manipulation  may  best  be  judged  by  the  fact  that 
when  the  tax  commission  was  created  the  state  was  bonded 
to  its  full  constitutional  limit  and  for  several  years  had  been 
running  behind  in  expenditures  at  the  rate  of  $120,000  per 
annum.  However,  in  this  connection  it  is  to  be  said  that  the 
constitutional  bonding  limit  is  only  $300,000,  or  just  a  little 
in  excess  of  two-tenths  of  one  per  cent  of  the  assessed  valua- 
tion of  the  state.  A  resolution,  having  passed  two  sessions 
of  our  legislature,  will  be  voted  upon  at  the  next  election  to 
increase  the  limit  to  one  per  cent  of  the  assessed  valuation. 

As  a  result  of  equalizing  assessment  valuations  upward 
during  1914,  largely  for  state  purposes,  the  commission,  act- 
ing upon  an  official  opinion  from  the  attorney  general,  as- 
sumed the  power  and  required  the  various  boards  of  county 
commissioners  to  reduce  all  county,  municipal,  and  district 
school  rates  in  the  same  proportion  as  assessment  valuations 
had  been  increased  in  each  county,  municipality  and  school 
district  from  that  upon  which  the  original  levy  was  estimated. 
In  this  connection  the  commission  was  remarkably  successful 
in  all  except  one  county,  where  the  right  of  the  commission 
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to  order  such  reduction  was  contested,  and  upon  application 
for  mandamus  to  require  the  county  commissioners  in  said 
county  to  comply  with  the  commission's  order,  the  supreme 
court  ruled  that  the  discretion  as  to  the  county  rate  was 
within  the  control  of  the  board  of  county  commissioners  and 
that,  therefore,  the  commission  was  without  the  necessary 
statutory  power  to  control  same.  With  this  exception,  how- 
ever, the  commission  was  successful  in  bringing  about  a  re- 
duction in  all  county  rates  ranging  from  207o  to  55%. 

In  those  counties  traversed  by  the  large  transcontinental 
lines  crossing  the  state,  the  percentage  of  reduction  in  county, 
town  and  school  district  rates  were  the  largest  for  the  reason 
that  the  land  and  livestock  interests  were  greatly  underas- 
sessed, and,  therefore,  the  increase  in  valuation  was  much 
more  than  in  those  counties  which  did  not  have  the  benefit 
of  a  large  railroad  valuation  and  were  required  to  secure  the 
needful  revenue  by  assessing  all  property  at  a  high  ratio.  It, 
therefore,  necessarily  followed  that  there  was  a  substantial 
portion  of  the  burden  which  was  being  carried  by  the  rail- 
roads transferred  to  other  property,  largely  that  class  rep- 
resented by  the  livestock  and  land  interests.  Representatives 
of  these  interests,  who  were  elected  to  the  1915  session  of  the 
legislature  had  made  up  and  printed  a  statistical  report  show- 
ing the  amount  in  tax  money  which  was  saved  to  certain  large 
transcontinental  railroads  by  the  commission's  action.  This 
document  was  widely  circulated  and  a  campaign  vigorously 
prosecuted  before  the  legislature  for  the  abolition  of  the 
Tax  Commission. 

Upon  consideration  of  the  matter  before  the  legislature 
many  friendly  to  the  principle  of  a  tax  commission  believed  it 
wise  for  the  legislature  to  modify  the  existing  law  by  adding 
to  the  commission  the  sixteen  county  assessors  for  the  purpose 
of  state  wide  equalization.  It  was  contended  that  the  con- 
solidation of  the  county  assessors  with  the  tax  commission 
for  this  purpose  would  bring  to  the  commission  a  wealth  of 
information  as  to  local  conditions,  which,  otherwise,  would 
cost  the  state  heavily  if  the  commission  were  required  to  secure 
the  same  independently  by  the  aid  of  field  men,  and  it  was 
urged  that  the  consolidation  would,  therefore,  result  in  a  more 
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economical  administration  of  our  revenue  system.  It  was 
shown  that  our  distances  are  great,  our  population  small,  and, 
comparatively  speaking,  our  developed  resources  rather  meager 
and  widely  scattered,  from  which  it  necessarily^  must  and  does 
follow  that  our  average  cost  of  government  per  capita  is  high, 
viz.,  approximately  $20.00  for  state  government,  and  $20.00 
for  county  government,  or  a  total  of  $30.00  per  capita  for 
the  current  year  (1915). 

The  necessity  for  economy  in  the  administration  of  our 
revenue  system  appealed  to  practically  every  member  of  the 
legislature,  and  this,  with  the  opposition  of  a  strong  minority 
of  said  body  against  a  commission  in  any  form,  was  the 
deciding  factor  in  bringing  about  the  consolidated  board  for 
equalization  purposes. 

Therefore,  the  commission,  as  now  constituted  has  a  mem- 
bership of  five,  comprising  the  governor,  as  ex-officio  chair- 
man, the  three  members  of  the  railroad  commission,  and  one 
additional  member  who  is  appointed  by  the  governor,  with  the 
advice  and  consent  of  the  senate.  The  jurisdiction  over  the 
assessment  of  property  is  divided  between  the  tax  commission 
and  the  various  county  assessors.  The  tax  commission  has 
original  and  exclusive  power  of  assessment  and  equalization 
over  interstate  and  intercounty  railroad  and  public  utility 
property ;  also  the  power  of  assessment  over  mining  property. 
As  to  all  other  property  the  various  county  assessors  have 
original  assessment  jurisdiction,  but  the  tax  commission  has 
the  power  of  supervision  and  control  over  the  entire  revenue 
system,  and,  therefore,  the  power  of  supervision  over  the  as- 
sessments made  by  the  county  assessors. 

Following  the  assessment  period  which  closes  in  July  it  is 
provided  that  the  tax  commission  and  the  county  assessors, 
sixteen  in  number,  beginning  on  the  third  Monday  in  August, 
shall  sit  together  as  a  state  board  of  equalization  and  the  con- 
solidated board  of  twenty-one  members  shall  have  the  power, 
and  it  shall  be  the  duty  of  said  board  to  equalize  all  property, 
other  than  railroad,  public  utility  and  mining  property.  In 
the  event  of  failure  or  refusal  on  the  part  of  said  state  board 
of  equalization  to  so  equalize  property  valuations  as  to  pro- 
duce the  necessary  state  revenue,  it  is  provided  that  the  state 
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tax  commission  shall  take  such  action  as  will  produce  the  re- 
sult. Following  the  work  of  the  state  board  of  equalization, 
it  is  provided  that  the  tax  commission  may  equalize  the  as- 
sessment valuation  of  railroad  and  public  utility  property  so 
as  to  conform  with  the  equalization  of  assessments  effected  by 
the  state  board  of  equalization. 

I  am  free  to  admit  that  this  plan  is  experimental  and  am, 
therefore,  not  prepared  to  guarantee  that  it  will  prove  suc- 
cessful in  all  essentials.  Vigorous  complaint  is  made  in  some 
quarters  that  it  is  a  backward  step  and  amounts  to  decentrali- 
zation. To  some  extent  this  may  be  true,  but  on  the  other 
hand  the  commission  still  retains  practically  the  same  power 
of  supervision  and  control  over  the  entire  revenue  system  that 
it  formerly  enjoyed,  plus  a  very  valuable  addition  in  the  form 
of  specific  statutory  power  to  require  boards  of  county  com- 
missioners to  submit,  in  advance  of  the  assessment  and  equali- 
zation period,  a  budget  of  the  county  expenses  for  each  year 
in  such  detail  and  form  as  may  be  required  by  the  tax  com- 
mission, and,  most  important  of  all,  the  power  to  require  county 
commissioners  to  increase  or  decrease  the  county  tax  rate,  as 
valuation  may  be  either  increased  or  decreased,  to  produce 
the  amounts  called  for  by  said  budgets.  In  any  event,  the 
state  commission  has  the  final  power  of  equalization,  should 
the  action  taken  by  the  county  assessors  sitting  with  the  tax 
commission  result  in  sectional  or  insufficient  valuation  and 
fail  to  produce  satisfactory  results. 

It  is  hoped  that  the  consolidation  will  have  the  effect  of 
educating  the  local  assessor  from  an  intercounty  and  state- 
wide standpoint  in  meeting  the  obligations  of  state  govern- 
ment, and  while  it  may  be  our  unpleasant  duty  to  report 
adversely  to  this  association  at  its  next  conference  as  to  the 
success  of  these  expectations,  I  am  confident  that  the  modifica- 
tion of  the  law  has  not  hamstrung  the  commission  and  that  it 
has  in  reserve  the  final  power  to  take  such  centralized  action 
as  may  be  necessary  to  meet  the  situation. 

The  most  annoying  and  perhaps  the  most  dangerous  feature 
of  the  law  with  which  we  have  to  contend  is  the  section  pro- 
viding that  the  act  shall  expire  by  limitation  on  March  15, 
1917.     In  the  absence  of  any  other  action,  this  will  require 
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re-enactment  of  the  law  by  the  legislature  which  meets  in 
January,  1917.  A  goodly  number  of  people  are  advocating 
the  wisdom  of  submitting  the  question  to  the  people  for 
referendum  at  the  next  election. 

We  are  hopeful  that  by  requiring  boards  of  county  com- 
missioners to  file  budgets  of  estimated  expenses  in  classified 
detail,  which  the  commission  will  publish  in  comparative  form, 
we  shall  be  able  to  control  unreasonable  expenditures.  Except 
by  the  agency  of  publicit}^  I  do  not  believe  the  tax  commission 
should  undertake  to  control  local  expenditures. 

In  addition  to  the  powers  referred  to  in  this  paper,  I 
strongly  favor  adding  to  every  tax-commission  law,  as  has 
been  done  in  Wisconsin  and  some  other  states,  the  power  to 
order,  after  complaint  and  hearing,  reassessment  of  property 
by  district  or  county,  under  the  supervision  of  appraisers  ap- 
pointed jointly  by  the  tax  commission  and  county  commis- 
sioners or  judges  of  the  court. 

Experience  has  proven  beyond  contradiction  the  wisdom  of 
removing  the  officers  of  the  revenue  system  as  far  as  possible 
from  politics,  and  I  therefore  strongly  favor  the  appoint- 
ment of  boards  of  control,  tax  commissioners  and  all  local 
assessors. 

In  conclusion  permit  me  to  say  that  in  order  to  insure  the 
successful  administration  of  the  revenue  department,  I  favor 
that  degree  of  centralization,  whatever  it  may  be,  accordingly 
as  peculiar  circumstances  and  conditions  in  each  common- 
wealth may  warrant.  In  no  other  way  can  efficiency  and 
economy  be  secured. 
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The  Constitution  of  New  Hampshire  does  not  specify  the 
persons  or  particular  species  of  property  on  which  taxes  shaU 
be  levied,  but  leaves  this  phase  of  the  subject  to  the  consider- 
ation of  the  legislature,  with  brief  but  very  material  re- 
strictions. 

Constitution 

Full  power  and  authority  are  hereby  given  and  granted  to  said  general 
court  *  *  *  *  to  impose  and  levy  proportional  and  reasonable  assess- 
ments, rates,  and  taxes  upon  all  the  inhabitants  of,  and  residents  within, 
the  said  state,  and  upon  all  estates  within  the  same. 

The  public  charges  of  government  or  any  part  thereof  may  be  raised 
by  taxation  upon  polls,  estates  and  other  classes  of  property,  including 
franchises  and  property  when  passing  by  will  or  inheritance. 

The  court  says : 

By  the  constitution  and  the  uniform  practice  under  it  for  more  than 
a  hundred  years,  no  property  can  be  taxed  except  as  is  declared  taxable 
by  the  legislature.     Much  property  always  has  been  and  still  is  untaxed. 

The  legislature  may  provide  by  general  laws  for  the  exemption  of  cer- 
tain classes  of  property  from  taxation,  as  well  as  exempt  it  by  omitting 
it  in  the  description  of  property  to  be  taxed. 

The  constitutional  restriction  to  "  proportional  and  reason- 
able assessments  "  necessitates  equality  in  valuation  and  rate, 
whether  applied  to  tangible  property  or  money  and  credits. 

That  such  restriction  is  unwise  students  of  taxation  gener- 
ally agree,  but  since  a  great  majority  of  the  people  through- 
out the  country  oppose  a  change,  and  the  students  quarrel 
among  themselves  over  proposed  changes,  it  may  be  assumed 
that  conditions  are  fairly  satisfactory,  or  that  people  have 
adapted  themselves  to  conditions  in  a  satisfactory  manner. 

Both  assumptions  are  true  of  New  Hampshire. 
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Persons  and  Property  Declared  T.vxable  by  the 
Legislature 


PERSONS  liable  TO  TAXATION 

Every  male  inhabitant  of  the  state  from  twenty-one  to 
seventy  years  of  age,  whether  a  citizen  of  the  United  States 
or  an  alien,  is  subject  to  a  poll  tax  of  two  dollars. 

Exemptions :  Paupers,  insane  persons,  soldiers  and  sailors 
of  the  war  of  the  rebellion  receiving  a  pension  or  disabled  in 
consequence  of  service,  and  soldiers  and  sailors  who  served 
in  the  Spanish- American  War  and  are  disabled  in  consequence 
of  such  service. 

The  granting  of  the  exemption  to  the  last  class  of  persons 
rests  in  the  discretion  of  the  selectmen. 

II 

PROPERTY  LIABLE  TO  TAXATION  BY  LOCAL  ASSESSING  BOARDS 

Real  estate :  The  term  being  used  in  its  broadest  sense, 
though,  as  a  matter  of  precaution,  the  statute  provides  that 
buildings,  mills,  carding  machines,  factory  buildings  and  ma- 
chinery, wharves,  ferries,  toll  bridges,  locks,  canals,  dams, 
water  power,  dynamos,  poles,  wires,  and  fixtures  of  all  kinds 
and  description,  shall  be  taxed  as  real  estate. 

Exemptions:  Real  estate  of  the  United  States,  of  the  state 
and  any  of  its  municipal  subdivisions  used  for  public  purposes, 
of  public  cemeteries,  of  G.  A.  R.  organizations,  of  educational, 
charitable,  religious  and  temperance  societies  incorporated 
within  the  state  and  occupied  by  them,  their  officers  or  stu- 
dents, for  the  purposes  for  which  they  are  incorporated. 

The  exemption  for  the  benefit  of  G.  A.  R.  organizations,  and 
of  educational,  religious,  charitable  and  temperance  societies 
is  limited  to  $150,000  in  each  case,  including  the  amount  of 
taxable  intangibles  owned  by  them,  though  a  town  may  by 
vote  exempt  a  larger  amount. 

Swamp  lands  reclaimed,  and  reforested  lands  are  exempted 
by  statute  under  certain  conditions,  but  no  effort  has  been 
12 
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made  to  comply  witli  the  conditions  and  no  advantage  is 
derived  from  the  statute. 

Since  1860  towns  have  been  permitted  by  vote  to  exempt 
from  taxation  for  a  term  not  exceeding  ten  years  any  manu- 
facturing establishments  proposed  to  be  erected  or  put  in 
operation  therein  and  the  capital  to  be  used  in  operating  the 
same,  unless  such  establishments  have  been  previously 
exempted  by  some  town. 

Undoubtedly  this  statute  has  accomplished  its  avowed  pur- 
pose of  encouraging  manufacturing,  for  many  enterprises  are 
enjoying  the  exemption  provided. 

Tangible  personal  property,  viz: 

Horses,  asses,  mules,  over  twenty-four  months  old. 

Oxen,  cows,  other  neat  stock,  over  twenty-four  months  old. 

Sheep  over  one  year  old. 

Swine  over  six  months  old. 

Fur-bearing  animals,  wild  by  nature,  kept  for  breeding 
or  other  commercial  purposes. 

Fowls,  in  excess  of  the  aggregate  value  of  fifty  dollars. 

Vehicles,  in  excess  of  the  aggregate  value  of  one  hundred 
dollars. 

Boats  and  launches,  in  excess  of  the  aggregate  value  of 
one  hundred  dollars. 

Portable  mills. 

"Wood,  bark,  timber,  logs  and  lumber,  manufactured  or 
unmanufactured,  exceeding  fifty  dollars  in  value. 

Stock  in  trade,  whether  of  merchants,  shop-keepers,  me- 
chanics, or  tradesmen  employed  in  their  trade  or  busi- 
ness, reckoning  the  same  at  the  average  value  thereof 
for  the  year. 

Now  of  no  importance,  but  as  a  reminder  of  early  times 
when  New  Hampshire  consisted  of  four  towns  clus- 
tered around  Portsmouth  harbor,  the  statute  still  pro- 
vides that  fishing  vessels,  steamboats,  horse-boats,  or 
other  vessels  owned  by  individuals  and  navigating  the 
waters  of  the  state  for  the  transportation  of  passengers 
or  freight,  and  seagoing  vessels,  shall  be  deemed  stock 
in  trade. 
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Whatever  is  or  is  not  taxable  when  held  by  an  individual 
for  his  own  use,  is  taxable  under  the  head  of  stock  in  trade 
when  held  for  the  purposes  of  barter,  sale,  or  manufacture  by 
a  merchant  or  manufacturer. 

Intangible  personal  property,  viz : 

Capital  stock  of  New  Hampshire  national  banks. 

Interest-bearing  obligations  of  all  state,  county,  city, 
town,  or  other  municipalities. 

Money  on  hand,  money  deposited  in  banks  other  than 
savings  banks,  corporation  bonds,  individual  and  cor- 
poration notes  whether  secured  or  unsecured,  and  every 
other  credit  on  which  interest  is  paid,  are  taxable,  but 
to  the  amount  only  in  excess  of  the  indebtedness  for 
which  the  owner  pays  interest. 

By  force  of  the  federal  statute  national  bank  stock  is 
included  in  the  class  of  intangibles  against  which  in- 
debtedness may  be  reckoned  as  an  offset. 

Exemptions :  Obligations  of  the  United  States. 

Bonds  and  notes  of  the  state  of  New  Hampshire  and  of 
the  counties,  cities,  towns,  precincts  and  school  districts 
in  the  state,  bearing  interest  at  5  per  cent  or  less. 

Money  loaned  at  a  r^te  of  interest  not  exceeding  5  per 
cent  per  annum  secured  by  a  note  and  mortgage  on 
New  Hampshire  real  estate. 

A  general  exemption  of  $1,000  is  granted  to  a  soldier  or 
sailor  of  the  Civil  War,  his  wife  or  widow,  if  together 
or  separately  they  do  not  own  property  of  the  value  of 

■    $3,000  or  more. 

The  foregoing  completes  the  list  of  property  taxable  by 
local  assessors  directly  to  the  owners,  whether  natural  persons 
or  corporations. 

It  will  be  noted  that  corporate  stocks,  (other  than  New 
Hampshire  national  bank  stock),  certificates  of  interest,  and 
anything  representing  ownership  in  fee  are  exempt  from 
taxation. 
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III 

ADMINISTRATION 

It  is  the  duty  of  the  selectmen  of  each  town  annually,  in 
April,  to  take  an  invoice  of  all  the  polls  and  estate  liable  to  be 
taxed  in  such  town  on  the  first  day  of  that  month,  and  this 
invoice  with  a  statement  of  the  taxes  assessed,  shall  be  re- 
turned to  the  town  clerk  for  record. 

Blank  forms  of  inventories  upon  which  individuals  and  cor- 
porations shall  list  their  taxable  property  are  provided  by  the 
state,  and  distributed  to  all  property  owners. 

It  is  the  duty  of  each  property  owner  to  fill  out,  make  oath 
to,  and  return  the  inventory  to  the  selectmen  on  or  before  the 
first  day  of  May. 

The  owner's  estimate  of  the  value  of  his  intangibles,  and  of 
his  stock  in  trade,  and  wood  and  lumber,  must  be  given,  but 
he  is  required  merely  to  list  and  describe  other  taxable 
property. 

Failure  to  make  and  return  the  inventory  is  cause  for  four- 
fold doomage  without  redress,  for  the  right  to  be  heard  on 
a  petition  for  abatement  of  taxes  is  based  on  the  compliance 
with  the  provisions  of  the  statute  requiring  the  filing  of  the 
inventory. 

The  selectmen  are  required  to  appraise  all  taxable  property 
at  full  and  true  value  in  money  as  they  would  appraise  the 
same  in  payment  of  a  just  debt  due  from  a  solvent  debtor. 

Full  value,  as  defined  by  the  court,  is  '*  the  market  value, 
or  price  which  the  property  will  bring  in  a  fair  market,  after 
reasonable  efforts  have  been  made  to  find  the  purchaser  who 
will  give  the  highest  price  for  it." 

There  are  two  hundred  and  thirty-five  taxing  districts,  viz. 
to^vns  and  cities,  in  the  state,  having  at  least  three  assessors 
in  each  district  elected  directly  by  the  people,  except  in  three 
or  four  cities  where  they  are  chosen  by  the  common  council. 

No  boards  of  review  exist,  as  in  some  states,  to  pass  on  the 
assessment  roll  or  consider  appeals. 

Appeals  from  the  appraisal  of  local  assessors  are  made 
directly  to  the  superior  court,  to  be  heard  by  the  court  itself 
or  referred  to  masters  or  to  the  state  tax  commission. 
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The  power  of  the  state  tax  commission  to  direct  and  ref- 
late local  assessments  will  be  considered  in  another  paragraph. 

IV 

PROPERTY  SUBJECT  TO  T^VXATION  BY  A   CENTRAL  BOARD 

Every  railroad,  railway,  express,  telephone  and  telegraph 
corporation  or  company,  and  every  parlor,  sleeping  or  dining 
car  corporation  or  company,  or  other  corporation  or  company 
owning  any  cars  operated  for  profit  on  any  railroad  in  this 
state,  are  subject  to  an  annual  tax,  as  of  the  first  day  of 
April  of  each  year,  upon  the  actual  value  of  its  property  and 
estate  used  in  its  ordinary  business  which  would  not  be 
exempt  from  taxation  if  owned  by  a  natural  person  or  or- 
dinary business  corporation,  at  a  rate  as  nearly  equal  as  may 
be  to  the  average  rate  of  taxation  at  that  time  upon  other 
property  throughout  the  state. 

The  assessment  of  the  above  taxes  is  made  by  the  state  tax 
commission,  the  taxes  are  paid  to  the  state  treasurer  and  are 
retained  as  a  part  of  the  state  revenue,  with  the  exception 
of  a  certain  portion  of  the  taxes  paid  by  railroad  corporations 
which  is  distributed  to  the  towns  where  the  right  of  way  and 
buildings  are  located,  and  where  the  stockholders  reside. 

The  towns  receive  not  quite  one-half  of  the  taxes  paid  by 
railroad  corporations. 


SAVINGS  BANK  TAXATION 

In  the  small  state  of  New  Hampshire,  with  a  population  of 
about  430,000  persons,  there  are  eighty-seven  banks  doing  a 
mutual  savings-bank  business,  and  but  few  of  them  having 
capital  stock  or  special  deposits  constituting  a  guaranty  fund. 

The  assets  of  these  institutions  aggregate  $126,422,656  all 
belonging  to  the  depositors,  who  number  more  than  one-half  of 
the  population  of  the  state.  About  10  per  cent  of  the  assets 
are  carried  as  a  guaranty  fund  and  will  be  distributed  only 
in  case  of  dissolution. 

Depositors  receive  from  3%  per  cent  to  4  per  cent  annually 
on  their  deposits  and  are  not  taxable  for  them,  though  prior  to 
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1864  each  depositor  was  taxable  for  money  in  savings  banks  at 
local  rates  as  money  at  interest. 

This  method  was  so  unsatisfactory,  for  reasons  which  will 
be  readily  understood,  that  in  1864  it  was  abandoned,  the 
depositors  exempted  from  taxation  and  the  banks  required  to 
pay  a  fixed  rate  on  the  total  deposits  on  which  interest  was 
paid.  The  rate  has  varied  from  $1  on  $100  to  the  present 
rate  of  $.75  on  $100,  and  the  system  is  nothing  more  or  less 
than  the  low,  fixed  rate  so  earnestly  advocated  for  the  taxa- 
tion of  all  intangibles. 

Certain  of  the  bank  assets  are  exempted  from  the  tax,  so 
that  the  rate  is  actually  about  sixty  cents.  The  total  yield 
for  1914  was  $592,480,  all  of  which  was  distributed  among  the 
towns  where  the  depositors  reside,  with  the  exception  of  a 
small  amount,  representing  the  tax  on  deposits  of  non-resi- 
dents, which  is  distributed  for  school  purposes. 

The  constitutionality  of  the  law  has  never  been  directly 
questioned,  for  it  operates  to  the  entire  satisfaction  of  every- 
body. 

A  chief  justice  of  the  supreme  court  at  one  time  declared 
it  to  be  "  an  anomaly,  resting  on  peculiar  grounds  of  public 
polie3%  and  is  universally  understood  to  have  acquired  the 
position  of  an  exception  to  the  constitutional  rule  of  equality. '  * 

It  is  doubtful  if  the  constitution  of  any  other  state  in 
the  union  has  ever  been  so  deftly  amended. 

VI 

TAXATION  OF  INSURANCE  COMPANIES 

The  very  few  stock  insurance  companies  in  the  state  are 
taxed  at  the  rate  of  one  per  cent  upon  the  amount  of  paid  up 
capital,  —  another  exception  to  the  constitutional  rule  of 
equality. 

The  taxes  are  paid  to  the  state  treasurer  who  retains  one- 
fourth  of  the  amount  for  the  use  of  the  state  and  distributes 
the  remainder  among  the  towns  where  the  stockholders  reside. 

Domestic  mutual  insurance  companies  are  taxable  by  the 
local  assessors  at  their  home  offices  in  all  respects  as  natural 
persons. 
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VII 

COLLATER.VL  LEGACY  AND  SUCCESSION  TAX 

The  need  of  more  revenue  resulted  in  the  enactment  of  an 
inheritance  tax  law,  so-called,  in  1905. 

It  applies  only  to  property  of  a  decedent  passing  to  col- 
lateral relatives  and  strangers  to  the  blood,  and  to  gifts 
made  in  anticipation  of  death. 

The  rate  is  5  per  cent  of  the  clear  value  of  the  property 
passing.  The  tax  is  computed  by  a  state  official  and  is  re- 
tained entirely  by  the  state  as  a  part  of  its  general  revenue. 

For  the  year  1914  the  collections  amounted  to  $233,000. 

During  the  1915  session  of  the  legislature  the  law  was 
amended  so  that  hereafter  no  tax  will  be  levied  on  the  in- 
tangible property  of  a  non-resident  although  it  is  within  the 
jurisdiction  of  the  state. 

VIII 

FEES 

The  exaction  of  fixed  sums  in  return  for  the  privilege  of 
doing  certain  forms  of  business,  enjoying  certain  recreations, 
owning  certain  classes  of  property,  obtains  to  a  degree  in  the 
state. 

This  quasi  form  of  taxation  does  not  fall  like  the  dew  of 
heaven  and  the  general  property  tax  on  the  just  and  unjust 
alike,  but  is  voluntarily  encountered. 

To  illustrate  negatively : 

The  person  who  does  not  harbor  a  dog,  maintain  billiard 
tables  and  bowling  alleys  for  hire,  conduct  public  shows,  act 
as  a  hawker,  peddler,  itinerant  vendor,  or  pawn  broker,  sell 
lightning  rods,  or,  being  a  foreign  insurance  company,  write 
insurance  in  the  state,  deal  in  fertilizers  or  commercial  feed- 
ing stuffs,  own  and  operate  an  automobile,  hunt  for  game, 
sell  rum  under  the  local  option  law,  or  seek  charters  from  the 
legislature,  is  not  troubled  by  the  comparatively  small  fees  he 
is  called  on  to  pay  if  he  wishes  to  engage  in  any  or  all  of 
the  above  activities. 

The  total  amount  received  from  foreign  insurance  com- 
panies, automobilists  and  liquor  licenses  is  considerable,  but 
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the  fees  paid  by  others  are  not  much  more  than  reminders 
that  the  state  has  a  benign  interest  in  certain  concerns  of 
her  citizens. 

IX 

STATE   TAX    COMMISSION 

Prior  to  the  creation  of  a  state  tax  commission  by  an  act 
of  the  legislature  approved  April  15,  1911,  local  assessors 
were  the  sole  and  unregulated  administrators  of  the  general 
property  tax  law. 

No  power  could  compel  them  to  reassess  property  or  equal- 
ize valuations. 

Abatement  of  taxes  in  particular  cases  could  be  secured 
at  the  hands  of  the  court  if  the  evidence  warranted,  but  if  the 
trial  of  a  case  disclosed  glaring  inequalities  in  other  respects 
nothiEg  could  be  done  to  correct  them. 

Attempted  equalization  between  the  towns  for  the  purpose 
of  apportioning  state  and  county  taxes  was  undertaken  by  a 
special  committee  at  each  session  of  the  legislature,  from  the 
organization  of  the  separate  provincial  government  in  1679  to 
the  year  1878,  when  a  board  of  equalization  was  established 
with  the  power  of  "adding  to  or  deducting  from  the  aggre- 
gate valuations  of  towns  such  sums  as  will  place  said  valua- 
tions in  all  the  towns  of  the  state  upon  the  same  basis  and 
make  them  uniform,  so  that  any  public  taxes  that  may  be 
apportioned  among  the  towns  shall  be  equal  and  just  as 
between  them." 

Concerning  the  adjustment  of  values  between  towns  the 
board  of  equalization  had  ample  power,  but  when  it  came  to 
the  correction  of  inequalities  in  a  particular  town  or  securing 
appraisals  at  full  value  the  members  of  the  board  found  them- 
selves without  so  much  as  "a  barren  sceptre  in  their  gripe." 

Upon  this  board,  also,  was  imposed  the  duty  of  assessing 
the  taxes  on  railroad,  telegraph,  and  telephone  corporations 
and  companies,  based  on  the  actual  value  of  their  properties 
and  "at  a  rate  as  nearly  equal  as  may  be  to  the  average  rate 
of  taxation  upon  other  property  throughout  the  state." 

It  was  a  notorious  fact  that  "other  property  throughout 
the  state"  was  not  assessed  at  anywhere  near  its  full  value, 
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aud,  recognizing  the  constitutional  rule  of  proportionality, 
the  board  of  equalization  made  a  correspondingly  low  assess- 
ment of  railroad  property,  so  the  false  "average  rate"  was 
not  injurious  to  the  railroads  and  other  corporations. 

Taxation  in  the  state  was  merely  an  annual  eruption  to 
be  borne  like  the  measles  or  hay  fever,  avoided  in  so  far  as 
possible,  and  given  very  little  consideration  in  its  economic 
or  scientific  aspects,  until  the  "  great  awakening  "  which 
spread  over  the  country  shortly  after  the  advent  of  the  twen- 
tieth century,  and  finally  reached  New  Hampshire. 

Some  people  in  the  state,  and  others  who  came  to  the  state 
from  a  distance,  began  to  talk  of  railroad  domination  in  public 
matters,  and  gradually  broached  the  question  whether  the 
roads  were  paying  their  share  of  the  "burdens  of  taxation". 

This  question  soon  became  a  subject  of  popular  discussion, 
and,  to  discover  where  the  truth  lay,  a  special  tax  commission 
was  appointed  in  1908,  with  the  usual  broad  instructions 
given  such  commissions. 

This  commission  investigated  not  only  the  assessment  of 
railroad  property  but  also  of  property  in  general,  and  found 
undervaluations  and  inequalities  everywhere,  saying  "it  ap- 
pears that  ordinary  real  estate  is  assessed  at  about  70  per  cent 
of  full  value;  timberlaud,  when  assessed,  at  about  30  per  cent; 
stocks  in  trade  of  merchants  at  about  55  per  cent ;  live  stock 
55  per  cent ;  industrial  and  mercantile  corporations  34  per 
cent ;  while  not  one-tenth  of  the  money  and  securities  is  taxed 
at  all,  and  large  values  in  timber  escape  as  well;  and  all  this 
comes  about  because  assessors  do  not  intend  to  appraise  at 
full  value,  do  not  inform  themselves  as  to  values,  and  do  not 
personally  examine  property  yearly  as  the  statute  provides". 

The  investigation  and  report  of  this  special  commission  re- 
sulted in  the  creation  of  a  pennanent  tax  commission  ap- 
pointed May  1911,  whose  duties,  in  part,  are  to  supervise  the 
administration  of  the  tax  laws,  and  whose  powers  extend  even 
to  the  direct  assessment  of  any  and  all  taxable  property  in 
the  state. 

The  mere  fact  that  this  drastic  power  exists  has  barred  in 
a  great  measure  the  necessitj^  for  its  exercise. 

In  other  words,  there  has  been  a  friendly  co-operation  be- 
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tween  the  local  assessors  and  the  members  of  the  tax  com- 
mission in  efforts  to  make  all  assessments  according  to  law. 
A  few  reassessments  have  been  made  under  formal  orders,  but 
the  most  of  the  work  is  done  through  consultation  and  advice. 
In  rare  cases  veiled  threats  are  required,  but  on  the  whole  it  is 
found  that  the  local  assessors  are  as  ready  to  comply  with  the 
law  as  are  other  people. 

Meetings  are  held  with  them  at  different  places  in  the 
state.  They  are  made  acquainted  with  the  statutes  and  de- 
cisions of  the  court,  as  well  as  any  facts  which  have  come 
to  the  attention  of  the  commission.  A  constant  correspond- 
ence is  maintained,  and  two  things  are  kept  ever  before  them : 
first,  appraisal  at  full  and  true  value ;  second,  the  taxes  raised 
must  be  paid,  and  the  evasion  by  one  person  unjustly  adds 
to  the  burden  of  others. 

The  results  of  the  enactment  of  the  tax-commission  statute, 
and  the  campaign  carried  on  under  it,  expressed  in  figures, 
and  comparing  the  tax  years  1911  and  1914,  are  as  follows: 

Increased  valuation  of  real  estate,  52  per  cent;  of  manu- 
facturing establishments,  69  per  cent ;  of  taxable  intangibles, 
81  per  cent.    Total  increased  valuation  of  the  state  55  per  cent. 

The  valuation  of  the  property  of  railroads  and  other  public 
service  corporations,  appraised  by  the  tax  commission,  had 
increased  52  per  cent  in  1913,  but  fell  to  37  per  cent  in  1914, 
when  the  Boston  and  Maine  railroad  ceased  paying  dividends 
and  was  threatened  ^Wth  receivership  or  bankruptcy. 

Much  could  be  -^-ritten  in  a  narrative  form  of  the  details 
of  the  work  of  the  tax  commission  and  local  assessors,  separ- 
ately and  in  conjunction,  but  none  of  it  would  be  new  or  in- 
teresting to  this  audience. 

Education  and  pressure,  rather  than  the  exploitation  of 
power,  have  been  and  are  the  chief  reliances  in  caiTying  on 
the  work  of  improvement. 

It  is  not  claimed  tliat  perfection  has  been  attained,  for 
human  nature  is  much  the  same  to-day  as  it  was  in  1693,  when 
the  ninth  general  assembly  of  the  Province  of  New  Hampshire 
passed  an  act  with  the  following  title : 
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An  Act  to  Prevent  the  Concealing  of  Estates  from  Assessments 

Whereas  it  is  found  by  experience,  that  several  persons  do  what  in  them 
lies  to  conceal  and  secure  their  estates  from  time  to  time,  and  will  not 
give  in  a  true  and  perfect  inventory  and  account  of  the  same  to  the 
selectmen,  and  commissioner  from  time  to  time  appointed  for  the  making 
of  rates,  so  that  those  who  make  conscience  of  what  they  do  pay  more 
than  their  proportion,  through  their  neglect. 

Be  it  therefore  enacted  by  the  Lieutenant  Governor,  Council  and 
Representatives  now  met  in  General  Assembly,  and  by  the  authority  of 
the  same,  that  whosoever  shall  after  the  date  hereof  lend  out  any  of  his 
rateable  estate,  and  not  give  in  the  same  in  his  invoice  or  particular, 
when  called  thereunto  by  the  selectmen  and  commissioner,  for  every 
pound  of  rateable  estate  that  shall  be  so  left  out  and  not  discovered,  the 
selectmen,  with  the  commissioner,  shall  have  power  to  rate  such  person 
that  shall  so  conceal  and  not  discover  the  same,  the  sum  of  five  shillings 
for  every  pound  that  shall  be  so  concealed  and  not  discovered  as  aforesaid. 


THE  COST  AND  THE  SIMPLIFICATION  OF  TAX 
ADMINISTRATION 

A.  E.  James 

Director  Tax  Payers '  Association  of  New  Mexico 

No  reports  of  public  expenditures  are  made  even  by  the 
United  States  Census  complete  enough  to  yield  a  compre- 
hensive compilation  of  the  cost  of  the  machinery  of  taxation. 
The  census  reports  governmental  cost  payments  of  states, 
counties  and  incorporated  places  in  a  total  for  1913  of  $2,- 
014,369,636.  The  total  for  general  government  is  $211,- 
772,046.  The  cost  of  "  general  government  "  for  Wisconsin 
is  reported  at  $4,275,605.  Careful  estimates  which  I  have 
made  in  Wisconsin  place  the  cost  of  taxing  machinery  for 
1912  at  $412,472.  At  the  present  time  due  to  the  increase 
in  the  work  of  the  state  in  this  field  the  total  is  probably  not 
less  than  $500,000.  Of  this  total  the  state  spends  about 
$180,000,  the  localities  $320,000. 

One  per  cent  is  generally  regarded  as  a  safe  minimum  cost 
for  the  assessment  of  taxes.  One  per  cent  of  total  govern- 
mental cost  payments  would  place  the  total  cost  of  state  and 
local  tax  machinery  at  $20,143,696.  One  per  cent  of  total 
governmental  cost  in  Wisconsin  is  $416,499.  The  actual  cost 
in  Wisconsin  of  assessment  machinery  is  about  ten  per  cent 
of  the  cost  of  "  general  government  "  to  which  functional 
group  this  activity  belongs.  Ten  per  cent  of  the  total  cost 
of  "  general  government  "  as  given  in  the  census  reports 
($211,772,046)  is  $21,177,205.  It  is  altogether  probable  that 
the  states  and  municipalities  spend  not  far  from  $20,000,000 
on  assessment  machinery  annually. 

There  are  two  methods  of  approaching  the  problem  of  sim- 
plifying the  machinery  of  taxation.  The  first  is  likely  to 
be   called   "  theoretical."     It  sees  the   long   time   historical 
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movement  needed  to  correct  admitted  evils.  When  the  effort 
is  prematurely  made  to  force  this  movement  and  get  too  much 
advance  at  a  given  time  the  outcome  is  likely  to  hinder 
rather  than  help  the  ultimate  goal.  There  is  also  the  short 
time  movement  on  lines  of  expediency  at  the  urging  of  which 
our  politician  friends  are  adept.  Since  this  movement  is 
never  far  ahead  of  public  sentiment  it  is  never  likely  to  be  a 
safe  one  by  which  to  govern  the  direction  of  far-reaching 
reforms. 

If  the  foregoing  is  reasonably  accurate  it  follows  that  the 
simplification  of  taxing  machinery"  and  its  gearing  up  to  de- 
cent efficiency  is  a  reform  demanding  first  skilful  political 
foresight  to  keep  the  reform  just  a  little  ahead  of  public 
sentiment  and  second  a  thorough  knowledge  of  the  under- 
lying principles  so  that  the  developments  over  a  long  period 
may  be  in  line  with  the  best  ultimate  progress. 

It  is  not  my  purpose  to  discuss  the  short  time  practical 
political  expediency  program  of  administrative  reform.  In 
the  first  place  I  am  not  competent  since  I  am  not  a  politician. 
In  the  second  place  our  legislatures  exist  for  that  single 
purpose.  What  the  legislature  will  ^and  for  in  a  given 
state  and  time  is  for  all  practical  purposes  the  desired 
legislation. 

The  expert  bodies  or  the  leaders  in  public  affairs  dealing 
with  this  subject  and  urging  it  upon  the  legislature  should 
have  the  ultimate  goal  clearly  in  mind  and  should  move  to- 
wards it  with  such  progress  as  can  be  made. 

What  should  be  our  ultimate  goal  in  these  matters?  In 
discussing  this  topic  I  shall  necessarily  cover  a  somewhat 
broader  field  than  taxing  machinery  itself,  since  unnecessary 
complexity  in  governmental  organization  generally  places 
extra  burdens  upon  all  the  agencies  of  government,  taxation 
included. 

In  the  first  place  what  of  our  governmental  units  ?  Broadly 
speaking  there  have  been  two  developments  in  local  govern- 
ment in  this  country — the  town  form  of  New  England  and 
the  county  form  of  the  south.  The  town  form  has  infested 
the  place  of  its  origin.  New  York  in  a  modified  form,  Michi- 
gan and  Wisconsin.     The  county  form  is  the  primary  one  in 
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the  south  and  in  all  the  country  west  of  the  Mississippi.  But 
the  two  in  their  pure  state  are  found  almost  nowhere.  Each 
has  modified  the  other  as  immigration  from  east  to  west  has 
mixed  different  elements  of  our  population.  Thus  Wisconsin 
has  a  fully  developed  town  organization,  a  complete  county 
government  and  414  incorporated  cities  and  villages  besides. 

Originally  the  Massachusetts  town  and  the  Virginia  county 
had  much  more  in  common  than  we  ordinarily  assume.  The 
first  counties  in  Virginia  developed  as  shoestrings  along  the 
tidewater  rivers.  The  lines  of  division  were  natural  ones — 
the  rivers  and  the  watersheds  between  them.  The  economic 
association  of  neighbors  was  also  the  political  association  in 
local  government.  In  other  words,  the  original  county  was 
like  the  New  England  town,  a  democratic  community  govern- 
ment. In  both  Virginia  and  Massachusetts  the  original  unit 
of  local  rule  is  almost  wholly  a  direct  subordinate  of  the 
state.  The  incorporation  of  a  city  in  either  operates  to  oust 
the  town  or  county  government  respectively  from  all  juris- 
diction within  the  incorporated  area. 

"When  carried  into  the  new  west  country,  however,  the  gov- 
ernmental units  lost  their  essential  community  aspects. 
Counties  were  organized  on  the  lines  of  the  rectilinear  survey 
and  towns  or  townships  were  similarly  organized  with  more 
or  less  independent  functions  on  the  same  lines  within  and 
subject  to  the  county.  Moreover  in  "Wisconsin  and  sometimes 
elsewhere  a  practically  autonomous  additional  local  division 
was  organized  for  school  purposes. 

This  multiplication  of  units  of  government  has  added  neces- 
sarily to  the  work  of  administrative  officials  and  the  courts. 
Special  areas  must  be  specially  grouped  by  taxing  officers, 
special  tax  rates  must  be  computed  and  extended  and  many 
special  accountings  must  be  had  to  the  bodies  by  or  for  whom 
these  levies  are  made.  A  thorough  balancing  of  public  bud- 
gets is  also  plainly  impossible  when  the  power  to  levy  taxes 
is  spread  widely  over  many  overlapping  jurisdictions.  This 
makes  inevitable  duplication  of  work,  friction,  lost  effort 
and  extravagance  unchecked  by  watchful  public  sentiment. 

A  comparison  of  Virginia  and  Wisconsin  will  illustrate  the 
added  complexity  of  taxing  machinery  due  to  multiplied  muni- 
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cipal  units.  Virginia  realty  assessments  are  made  quinquen- 
nially  by  about  three  hundred  specially  appointed  assessors 
working  counties  as  units.  Personal  assessments  are  made 
annually  by  two  hundred  forty-six  commissioners  of  the 
revenue.  By  combining  the  personal  and  real  assessments 
and  assigning  one  chief  commissioner  to  each  county  and 
city  the  assessment  units  in  Virginia  could  be  reduced  to  one 
hundred  nineteen.  As  all  tax  levies  (except  in  about  two 
hundred  fifty  incorporated  towns)  are  voted  and  collected 
by  the  county  and  city  authorities  the  entire  tax  situation  is 
relatively  simple  and  can,  without  revolutionary  changes, 
be  made  very  simple  indeed. 

Wisconsin  has  one  hundred  twenty-eight  incorporated 
cities  as  against  nineteen  in  Virginia  (though  the  real  urban 
population  is  about  the  same),  two  hundred  eight-six  in- 
corporated villages,  twelve  hundred  sixteen  towns  or  town- 
ships, all  of  these  sixteen  hundred  thirty  local  governments 
possessed  of  full  assessment  machinery  and  tax  collectors. 
County  taxes  are  collected  by  the  local  units.  Although  each 
tax  assessor  in  Wisconsin  is  paid  much  less  than  in  Virginia 
the  aggregate  cost  is  considerably  more  and  much  more  than 
would  be  necessary  in  Virginia  if  the  reforms  suggested  above 
were  introduced.  The  Wisconsin  officials  are  far  harder  to 
supervise  and  their  number  adds  very  materially  to  the  cost 
of  the  central  tax  commission.  Forty-one  income  tax  as- 
sessors find  their  most  important  duties  involve  keeping  from 
ten  to  seventy  local  assessors  in  line. 

But  not  only  have  we  in  many  states  too  many  municipali- 
ties, but  there  is  too  much  subdivision  within  these  muni- 
cipalities. The  causes  of  these  subdivisions  are  too  numerous 
to  be  discussed  in  this  paper  and  not  all  of  either  the  causes 
or  results  are  bad.  Many  municipal  subdivisions  are  cre- 
ated in  or  near  the  large  cities  in  the  United  States  solely  to 
avoid  the  difficulties  of  limited  municipal  jurisdiction. 
Chicago  has,  or  had  recently,  thirty-seven  district  tax-levying 
bodies.  Such  conditions  inevitably  produce  more  politics,  more 
extravagance  and  greater  complexity  in  government  than  are 
necessary  to  accomplish  the  essential  functions  which  local 
government  has  to  perform. 
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Why  does  the  appointment  of  a  school  board,  a  park  board, 
a  sanitary  board,  or  many  of  them,  reduce  political  interfer- 
ence or  add  to  public  efficiency  over  an  extended  period  of 
time  ?  Of  course  improved  conditions  may  be  noticed  at  first 
because  every  one  is  looking  for  them,  but  in  the  long  run  the 
members  of  such  bodies  play  the  game  along  pretty  much  the 
same  lines  and  for  pretty  much  the  same  ends  as  do  common 
councils,  mayors  and  county  boards. 

We  cannot  ignore,  however,  the  fact  that  the  wide  applica- 
tion of  this  principle  of  subdivision  and  decentralization  must 
mean  that  some  evil,  deepseated  and  difficult  of  eradication, 
exists  in  our  councils  and  county  boards.  The  means  taken 
to  cure  these  evils,  of  course,  are  likely  to  be  any  that  will 
localize  and  restrict  them.  I  believe  this  cause  or  evil  is  the 
continual  meddling  in  administrative  matters  by  the  elected 
representatives  of  the  people  in  the  legislative  branches.  This 
evil  reaches  through  all  such  bodies — the  national,  the  state 
and  the  municipal  governments.  The  elected  member  wants 
to  "  do  something  "  for  his  constituents,  but  principally  for 
himself.  Once  the  principle  is  established  that  public  office 
does  not  open  to  the  possessor  of  that  franchise  public  ap- 
pointments for  his  friends  and  relatives  and  appropriations 
not  in  the  general  public  interest,  the  real  cause  of  undue 
multiplication  of  public  bodies  will  be  withdrawn.  Until  that 
time  we  cannot  expect  the  advocates  of  minor  reforms  to  fore- 
go any  means  they  think  they  see  to  accomplish  the  main  end 
they  have  in  view — the  divorcement  of  their  pet  activity  from 
"  politics."  The  effort  of  every  friend  of  good  government 
should  be  toward  the  larger  reform  of  divorcing  all  admin- 
istration from  politics.  Undue  municipal  subdivision  will  then 
take  care  of  itself.  Until  that  reform  is  accomplished  we  shall 
see  more  rather  than  less  decentralization ;  waste ;  graft  and 
inefficiency. 

Within  our  municipalities  there  has  also  grown  up  another 
tendency  vitally  affecting  the  simplicity  and  workability  of 
our  systems  of  taxation.  This  tendency  is  to  distribute  many 
taxes  on  a  benefit  basis.  I  have  reference  to  the  creation 
of  sewerage,  street  sprinkling,  park,  street  and  other  special 
improvement  taxes  spread  not  upon  the  valuation  of  all  the 
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property  of  the  municipality,  but  either  upon  that  included  in 
the  district  supposed  to  be  benefited  or  upon  the  property  itself 
on  a  front-foot  basis  or  otherwise  as  a  supposed  measure  of  the 
benefits  conferred.  I  say  supposed  advisedly.  There  is  in 
fact  no  such  immediate  and  direct  relationship  between  public 
improvements  and  property  values  as  is  presumed  for  the 
purpose  of  these  taxes.  In  the  most  common  of  them,  the 
street  and  sewerage  assessments,  it  not  infrequently  happens 
that  they  defeat  the  very  end  they  are  supposed  to  accomplish. 
It  is  expected  that  these  taxes  will  bear  most  heavily  upon  the 
inside  and  valuable  property.  This,  of  course,  holds  true 
at  first  since  such  improvements  start  in  the  center  of  cities 
and  radiate  outwards.  But  it  will  be  remembered  that  the 
inside  property  pays  its  own  burdens  first  and  is  entirely 
exempt  from  the  outside  taxes  imposed  later.  The  problem 
thus  ultimately  reduces  itself  to  the  proportion  of  inside  valu- 
ation to  the  total  against  the  inside  expenditures  to  the  total. 
If  the  inside  valuations  are  proportionately  greater  than  the 
inside  expenditures  the  less  valuable  outside  property  loses 
by  these  differentiations.  In  the  long  run  I  believe  the  special 
district  and  property  taxes  have  only  one  advantage — the 
avoidance  of  some  log-rolling  in  public  improvements.  On 
the  other  hand,  they  lend  themselves  very  readily  to  real  es- 
tate speculation  and  exploitation.  Administrative  reform 
would  correct  the  evils  of  the  straight  general  tax  system 
arising  from  log-rolled  appropriations,  save  great  sums  wasted 
on  unwise  expenditures  for  improvements,  the  necessity  for 
which  is  unproven  when  undertaken  and  ultimately  never  de- 
velops, and  save  much  unnecessary  assessment  and  extension 
of  special  taxes. 

It  should  never  be  forgotten  that  every  special  assessment 
requires  special  assessing,  extending,  collecting  and  account- 
ing. All  this  costs.  Legislatures  never  understand  the  fuU 
significance  of  these  extra  flourishes  in  adding  to  the  com- 
plexities and  expenses  of  government.  Only  by  constant 
watchfulness  and  educational  efforts  can  the  introduction  of 
these  agencies  of  wastefulness  be  prevented.  Virginia  has 
no  special  assessments  and  appears  to  get  along  very  well 
without  them. 
13 
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It  seems  to  me  from  what  I  have  thus  far  said  that  our  muni- 
cipal organizations  are  unduly  complicated,  too  numerous, 
overlap  unnecessarily  and  can  be  greatly  simplified  with  con- 
sequent gain  in  public  efficiency  and  reduction  in  public  ex- 
penditures. If  we  have  counties  we  should  have  no  subdivis- 
ions except  those  made  for  administrative  convenience  and  sub- 
ject to  complete  county  control  in  matters  of  finance.  If  we 
have  incorporated  towns  or  cities  they  should  be  large  enough 
to  carry  on  all  county  functions  within  their  limits.  No  city 
should  be  within  any  county.  Larger  cities  should  have  sani- 
tary, police  and  park  jurisdiction  outside  their  corporate 
limits  sufficient  to  enable  their  city  governments  to  care 
adequately  for  these  urban  problems.  Within  the  county  or 
town  or  city  limits  there  should  be  no  subordinate  or  over- 
lapping taxing  jurisdictions.  If  school,  park  or  other  boards 
are  created  they  should  in  matters  of  taxation  and  finance  be 
subject  to  the  legislative  body  and  be  independent  only  in 
internal  administration.  So  far  as  practicable  the  number 
and  kinds  of  taxes  should  be  consolidated  into  one  general 
tax  and  appropriations  apportioned  therefrom  to  the  various 
activities  supported  within  the  city,  town  or  county.  Subject 
only  to  general  state  supervision  our  municipal  divisions 
should  be  inclusive  of  all  local  governmental  functions  within 
their  territory  and  exercise  those  functions  exclusively  there- 
in. The  states  of  the  west  and  south  should  watch  carefuUy 
any  adaptation  of  new  laws  or  systems  from  New  England, 
New  York,  Llichigan  and  Wisconsin  to  avoid  undue  com- 
plexity and  confusion  in  their  municipal  systems. 

In  the  matter  of  assessment  machinery  itself  I  think  we 
should  face  frankly  the  fact  that  not  only  is  local  admin- 
istration now  a  failure,  but  it  is  certain  always  to  be  a 
failure.  Taxation  is  a  state,  not  a  municipal,  function.  The 
test  of  the  municipal  function,  it  seems  to  me,  is  whether  given 
portions  of  the  state  may  under  certain  conditions  practically 
or  wholly  do  without  the  activity  concerned.  No  public  body 
can  dispense  with  the  taxing  function  or  with  machinery  to 
distribute  taxes,  and  the  state  must  use  it  or  have  it  in  oper- 
ation ready  for  use  even  though  collateral  revenues  be  suf- 
ficient for  state  or  for  local  purposes.     The  logic  of  the  situ- 
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ation  would,  therefore,  seem  to  require  state  administration 
with  municipal  tax  levies  rather  than  local  administration 
with  state  taxes  superimposed. 

In  many  of  our  states  the  above  basis  of  organizing  taxing 
machinery  would  not  save  anything;  it  might  add  to  the 
cost.  But  this  is  only  because  of  the  wretched  inefficiency  of 
the  present  local  machinery.  Exclusive  state  administration 
if  free  from  politics  would  improve  assessments.  But  many 
states  are  trying  to  improve  the  inefficient  local  assessments 
while  retaining  the  local  assessor  and  are  spending  a  lot  of 
money  to  do  it.  In  other  words,  the  public  is  paying  one  lot 
of  officials  good  money  to  persuade  or  coerce  another  lot  of 
officials  also  on  the  pay  roll  to  do  the  things  the  law  requires. 
That  may  be  good  political  expediency,  but  it  is  not  good  sense. 
Either  the  state  should  have  enough  interest  in  honest 
assessments  to  do  the  job  or  it  should  stay  out  of  the  game. 
Temporarily,  of  course,  we  may  tolerate  the  wasteful  double 
system  as  the  best  obtainable  at  the  time  and  for  transition 
purposes,  but  we  should  not  view  as  permanent  a  system  so 
wasteful  and  disagreeable  as  the  combined  state  and  local 
system  of  assessments. 

Wisconsin  has  some  sixteen  hundred  local  assessors  getting 
about  $320,000  annually,  or  only  an  average  of  $200  each. 
The  actual  rural  figure  is  about  $50.  I  have  watched  their 
work  for  ten  years  and  it  is  literally  true  as  a  collective  fact 
that  they  never  made  a  good  assessment  except  under  the 
whip  of  central  authority.  Wisconsin  also  has  forty-one  as- 
sessors of  incomes  who  spend  half  or  more  of  their  collective 
time  holding  the  whip  over  the  local  assessor.  Until  the 
whip  was  given  a  lash  in  the  reassessment  law  even  holding 
it  did  no  good.  I  think  I  am  not  exaggerating  when  I  say  that 
if  assessors  of  incomes  were  given  the  direction  of  assessments 
in  their  districts  made  by  subordinates  of  their  own  the  net 
saving  to  the  public  would  not  be  less  than  $200,000  annually. 
The  saving  of  constant  friction  with  local  officials  would,  I 
believe,  make  the  change  even  more  desirable  than  the  mere 
money  saving. 

Summarized  briefly,  I  believe  that  a  reduction  in  the  cost 
and  an  increase  in  the  efficiency  of  taxing  machinery  de- 
pends upon: 
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1.  The  minimum  possible  number  of  administrative  sub- 
divisions of  the  state. 

2.  The  minimum  possible  subdivisions  within  munici- 
palities. 

3.  The  least  possible  use  of  special  taxes  and  special 
assessments. 

4.  The  centralization  of  assessment  machinery  in  the 
hands  of  the  state. 

5.  Most  important  of  all,  and  preliminary  to  all,  the 
elimination  of  legislative  politics  and  political  med- 
dling in  administrative  affairs. 

I  do  not  believe  the  people  of  this  country  want  inefficient 
and  costly  government.  Perhaps  they  as  yet  do  not  want 
efficient  and  inexpensive  government  hard  enough  to  get  it. 
So  long  as  our  system  of  local  government  is  so  complicated 
that  only  an  expert  can  understand  its  workings  and  place 
responsibility  the  people  will  not  get  government  which  is 
either  efficient  or  cheap  whether  they  want  it  or  not.  Public 
officials  want  on  the  whole  to  do  well.  The  American  has  a 
surprising  liking  for  public  service.  But  the  energetic,  the 
resourceful  and  the  forward-looking  public  official  is  every- 
where cramped  by  artificial  restrictions  in  municipal  law  and 
his  ambition  and  eagerness  to  serve  (if  he  stays  in  the  service) 
is  inevitably  deadened  by  the  difficulties  which  surround  him 
and  the  public  inertia  he  has  to  overcome.  Too  often  he  is 
cursed  for  the  work  he  knows  is  good  and  praised  for  the 
stuff  he  himself  despises.  Activity  and  earnestness  too  often 
mark  him  for  slaughter.  Simplify  our  system  of  government, 
give  the  public  a  chance  to  understand  its  workings,  centralize 
responsibility  and  the  energy  now  beating  against  dead  walls 
and  wearing  itself  out  among  the  tangled  threads  of  our 
municipal  organization  will  be  freed  to  give  us  the  better 
governed  America  to  which  our  people  are  entitled  and  for 
which  they  are  now  paying  the  full  price. 


REPORT  OF  COMMITTEE  OX  METHOD  OF 
SELECTING  ASSESSORS 

This  committee  was  appointed  pursuant  to  the  following 
resolution  adopted  at  the  last  conference,  to  wit: 

Besolved,  That  a  committee  be  appointed  to  investigate  and  report  upon 
the  "  Method  of  Selecting  Assessors  ". 

In  drafting  this  report  your  committee  has  assumed  that  it 
was  not  expected  to  present  a  mere  recital  of  the  method  of 
selecting  assessors  in  vogue  in  the  different  states ;  but  rather 
that  it  was  expected  to  present  to  the  conference  some  work- 
able plan  for  improving  existing  methods,  and  has  acted 
accordingly. 

The  General  Property  Tax 

The  general  property  tax  is  based  upon  the  theory  that 
every  man  should  pay  taxes  accoi-ding  to  his  ability  and  that 
his  ability  is  approximately  measured  by  a  valuation  of  all 
property  owned  by  him  on  a  given  date.  If  this  theory  is 
sound  it  follows  as  a  necessary  corollary  that  the  burden  of 
this  tax  is  fairly  distributed  only  when  there  is  a  complete 
and  accurate  assessment  of  all  property  subject  to  the  tax. 

More  than  75  per  cent  of  all  state  and  local  revenue  in  the 
United  States  is  supplied  by  a  general  property  tax.  Property 
assessed  for  the  purpose  of  raising  this  tax  was  valued,  accord- 
ing to  the  last  available  census  figures  (1912),  at  more  than 
$69,452,936,104,  and  the  total  taxes  collected  from  this  assess- 
ment amounted  to  more  than  $1,349,841,038,  and  this  amount 
has  undoubtedly  increased  considerably  since  these  figures 
were  compiled.  These  figures,  startling  in  their  magnitude, 
are  presented  not  for  the  purpose  of  showing  the  overshadow- 
ing importance  of  this  form  of  taxation  throughout  the  United 
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States,  bnt  for  the  purpose  of  emphasizing  the  need  of  a  full 
and  accurate  initial  assessment. 

Ever  since  the  general  property  tax  was  first  devised  and 
put  in  use  there  has  been  a  wide  diversity  of  opinion  among 
students  and  statesmen  in  regard  to  its  merits.  Some  magnify 
it  as  the  last  word  in  taxation  while  others  denounce  it  as 
obsolete  and  a  travesty  on  justice.  Commission  after  com- 
mission appointed  for  the  purpose  has  investigated  and  re- 
ported upon  the  working  of  this  tax.  Some  have  reported 
that  ^vith  certain  slight  imperfections  no  better  system  has 
ever  been  devised  or  even  suggested;  but  a  great  majority 
have  been  unsparing  in  their  criticism  and  condemnation. 
Some  even  have  gone  so  far  as  to  assert  that  because  of  the 
inherent  difficulties  of  reaching  and  assessing  intangible  prop- 
erty this  form  of  taxation  has  ever  been,  and  in  the  very 
nature  of  things  must  ever  continue  to  be,  a  dismal  and  ir- 
retrievable failure.  Not  alone  have  commissions  condemned 
it,  but  author  after  author  and  expert  after  expert  have  as- 
saulted it  with  statistics  and  arguments,  ridiculed  and  ex- 
coriated it;  but  in  spite  of  all  the  criticism  and  abuse  that 
have  been  heaped  upon  it  the  tax  still  survives  and  in  spite 
of  all  of  its  imperfections  it  will  probably  continue  for  a  long 
time  to  come  to  be  the  chief  source  of  local  and  state  revenue. 

That  the  general  property  tax  as  applied  to  personal  prop- 
erty has  quite  generally  broken  down  is  a  fact  recognized  by 
everybody  familiar  with  the  subject.  It  is  easier,  however,  to 
recognize  the  fact  than  it  is  to  repair  the  break.  In  search- 
ing through  the  mass  of  literature  with  which  the  subject 
has  been  expounded  one  finds  very  little  that  is  helpful. 
Nearly  all  of  the  criticism  directed  against  it  has  manifestly 
been  designed  to  discredit  rather  than  to  upbuild  and  perfect 
it.  In  other  words,  it  has  been  destructive  rather  than  con- 
structive. Symptoms  have  been  ruthlessly  laid  hold  of  and 
assailed  but  the  real  causes  for  the  breakdown  have  been  gen- 
erally overlooked  or  if  discussed  at  all  have  been  treated  with 
scant  consideration.  Much  of  this  criticism  is  about  as  help- 
ful to  a  person  seeking  light  as  advice  to  a  drowning  man  that 
he  is  in  water  bej^ond  his  depth. 

While  it  cannot  be  truthfully  said  that  as  applied  to  real 
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property  this  sj'stem  has  "  broken  down  ",  nevertheless,  as 
administered  today  in  most  of  the  states  the  results  obtained 
are  grossly  unfair  and  unjust;  and  in  none  of  them  is  it 
entirely  satisfactory. 

Causes  of  the  Breakdown 

The  causes  which  have  led  to  the  downfall  of  the  tax  are 
rooted  deep  in  human  selfishness  and  official  inefficiency  and 
are  much  easier  to  find  than  they  are  to  remedy.  First  and 
foremost  among  them  is  the  disposition  on  the  part  of  tax- 
payers generally  to  shirk  just  as  much  of  the  public  burdens 
as  they  safely  can ;  next  in  importance  is  the  very  large  num- 
ber of  weak  and  incompetent  assessors  everywhere  in  office ; 
and  last,  though  perhaps  not  the  least,  of  these  causes  is 
easily  traceable  to  high  and  burdensome  taxes.  All  of  these 
forces  working  together  have  gradually  undermined  and  weak- 
ened the  whole  system  until  it  stands  today  in  a  sadly  dilapi- 
dated condition  calling  loudly  for  repairs. 

The  local  assessor  is  the  keystone,  nay  more,  he  is  the  very 
foundation  upon  which  the  administration  of  the  whole  gen- 
eral property  tax  rests.  Unless  he  is  a  man  of  good  judg- 
ment, familiar  with  values,  endowed  wdth  sufficient  moral  cour- 
age to  be  fair,  and  diligent  enough  to  find  and  place  all  prop- 
erty in  his  district  upon  the  assessment  rolls,  his  work  in- 
variably falls  far  short  of  the  legal  standard  and  usually  re- 
sults in  the  grossest  injustice. 

The  office  of  assessor  as  at  present  constituted  in  nearly  all 
of  the  states  of  the  Union,  because  of  the  meager  pay  and 
small  importance  attached  to  it  by  people  generally,  is  seldom 
sought  after  and  rarely  filled  by  capable  men.  More  often 
than  not  men  competent  to  make  a  good  assessment,  if  ten- 
dered the  position  refuse  to  accept.  Not  infrequently  the 
place  is  given  to  some  one  simply  because  he  needs  it,  or 
because  he  will  do  the  work  for  less  than  anybody  else,  or 
because  he  will  be  an  easy  mark  for  influential  tax-dodgers. 
Men  of  this  type  soon  discover  that  the  surest  way  to  remain 
long  in  office  is  to  be  easy  and  accommodating,  and,  above  all, 
to  keep  the  assessment  of  their  district  down  to  the  lowest 
possible  point.     The  inevitable  outcome  is,  of  course,  a  low 


200  NATIONAL  TAX  ASSOCIATION 

assessment,  and  the  usual  outcome  is  an  assessment  that  is 
most  glaringly  unjust. 

In  making  this  indictment  against  assessors  as  a  class  your 
committee  does  not  wish  to  be  understood  as  asserting  that 
there  are  no  good  assessors,  for  such  is  not  the  case.  There 
are  many  good  assessors  in  every  state ;  but  they  are  the  ex- 
ception and  not  the  general  rule,  and  their  work  is  generally 
influenced  and  often  debased  by  poor  work  in  neighboring 
districts. 

The  administration  of  the  general  property  tax  law  in  all  of 
the  states,  so  far  as  the  assessment  is  concerned,  is  divided 
into  two  parts:  first,  the  initial  assessment  made  by  a  local 
assessor,  and,  second,  a  review  of  the  assessment  by  boards 
of  review  and  of  equalization. 

Both  of  these  stages  of  administration  have  proved  fruitful 
sources  of  complaint  and  have  been  denounced  with  great 
vehemence  and  usually  with  entire  justification.  But  sug- 
gestions for  reform,  unfortunately,  we  believe,  have  been 
confined  almost  entirely  to  improvements  in  the  methods  of 
review  and  in  the  correction  of  errors.  The  changes  that  have 
been  made  even  in  states  where  most  has  been  done  to  im- 
prove assessment  methods  have  been  chiefly  along  the  lines 
of  either  relieving  complaining  taxpayers  or  in  the  so-called 
equalization  between  districts  and  counties,  and  between  the 
different  classes  of  property.  Little  change  has  been  made 
anywhere  in  the  method  of  making  the  primary  assessment, 
and  apparently  no  efforts  at  all  have  been  made  to  insure  the 
selection  of  competent  assessors.  In  all  of  our  efforts  to  im- 
prove the  system  we  have  been  building  from  the  top  down. 
It  is  time  that  something  was  being  done  to  strengthen  the 
foundation;  time  that  some  method  was  devised  to  secure  a 
more  complete  and  accurate  initial  assessment. 

It  is  obvious  that  equalization  does  not  afford  a  remedy  for 
bad  assessments.  Efforts  to  correct  an  incomplete  and  in- 
accurate primary  assessment  by  equalization  usually  result 
in  magnifying  the  errors  and  shortcomings  of  the  assessor, 
not  in  correcting  them.  Our  efforts  to  reform  the  system 
must  therefore  reach  further  and  go  deeper  than  the  boards 
of  review  and  equalization.     Few  students  of  the  subject  any 
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longer  indulge  the  hope,  and  fewer  still  entertain  the  belief, 
that  with  fully  competent  assessors  to  make  the  initial  assess- 
ment the  general  property  tax  can  ever  be  successfully  en- 
forced against  intangible  property.  On  the  contrary,  most 
thoughtful  people  are  fully  convinced  that  no  system  of  taxa- 
tion which  places  a  premium  upon  dishonesty,  or  the  adminis- 
tration of  which  depends  to  any  great  extent  upon  the  honesty 
of  individual  taxpayers,  can  ever  be  made  a  success.  Even 
as  applied  to  tangible  property  it  is  painfully  evident  that 
unless  and  until  some  means  are  devised  and  put  in  practice 
to  secure  more  competent  men  than  are  now  generally  selected 
to  make  the  initial  assessment,  the  general  property  tax  in 
practical  operation  will  continue  to  be  not  only  unsatisfactory 
but  grossly  inequitable  and  unjust. 

The  local  assessor,  as  already  stated,  is  the  most  important 
official  in  the  whole  scheme  of  ad  valorem  taxation.  Every 
effort  to  better  the  system,  every  proposed  reform  should  be 
centered  upon  him  and  his  work.  Until  means  are  devised 
for  securing  assessors  capable  of  placing  approximately  all 
property  on  the  assessment  rolls  and  properly  valuing  it, 
this  form  of  taxation  will  remain  a  wicked  farce  and  deliberate 
tax  dodging  will  continue  to  be  a  popular  recreation.  J\Ien 
capable  of  making  a  good  assessment  are  to  be  found  in  nearly 
every  taxing  district;  but  because  of  the  meager  pay,  short 
term  of  employment,  and  the  many  unpleasant  features  in- 
volved, they  generally  refuse  to  accept  the  place.  In  most  of 
the  states  the  office  is  looked  upon  as  one  of  the  minor  and 
least  desirable  of  all  local  offices. 

For  the  purpose  of  making  the  initial  assessment  the  plan  in 
nearly  all  of  the  states  is  to  divide  the  state  into  assessment 
districts.  In  most  of  the  states  each  township,  village  and 
city  constitute  a  separate  and  independent  district.  In  a  few 
states  the  county  is  the  unit.  With  a  few  exceptions,  the 
method  of  selecting  assessors  has  remained  unchanged  since 
the  formation  of  the  federal  government.  Except  in  a  few 
favored  places  he  is  still  selected  by  popular  vote  and  any 
voter  of  the  district  is  eligible  to  hold  the  office.  Outside  of  a 
few  states  and  a  few  large  cities  in  other  states  no  assessor 
is  paid  a  sufficient  salary  or  given  a  sufficiently  long  term  to 
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warrant  him  in  making  a  special  study  of  his  work.  A  system 
better  calculated  to  insure  haphazard  assessments  and  unjust 
taxation  could  hardly  be  suggested. 

In  the  early  days  when  tax  burdens  were  light  and  nearly 
all  property  was  tangible  and  of  limited  variety  the  system 
may  have  been  adequate,  but  conditions  have  changed  since 
pioneer  days  and  they  have  changed  with  amazing  rapidity 
in  the  last  half-century.  Property  is  increasing  rapidly  in 
both  value  and  variety.  Where  formerly  over  large  stretches 
of  country  land  was  of  equal  value  per  acre  there  is  now 
usually  a  wide  variation  in  nearly  every  community.  Im- 
provements and  structures  on  land  are  increasing  in  both  value 
and  diversity.  Even  in  strictly  rural  districts  the  assessment 
of  real  estate  presents  many  difficulties.  The  development  and 
extension  of  railroads  and  other  transportation  lines;  the 
building  of  huge  factories  with  complicated  machinery;  the 
creation  almost  over  night  of  new  types  of  public  servitje 
corporations,  has  brought  into  existence  a  class  of  property 
unknown  to  our  forefathers  the  value  of  which  is  measured 
with  difficulty  even  by  those  most  familiar  with  it.  And  with 
all  these  changes  in  the  character  and  value  of  property  we 
still  indulge  the  belief  that  any  voter  is  qualified  to  assess 
it  and  properly  apportion  the  burden  of  taxation. 

We  have  simply  outgrown  the  system  without  realizing  it. 
With  assessors  selected  as  they  are  at  present,  without  any 
reference  to  their  fitness  for  the  work,  we  have  simply  made  a 
lottery  of  the  whole  general  property  tax  and  a  lottery  it  will 
remain  until  some  method  is  devised  that  will  insure  the 
selection  of  competent  men. 

Our  present  assessing  machinery  has  been  weighed  in  the 
balance  and  found  wanting.  Of  the  truth  of  this  statement 
there  is  no  divided  opinion.  It  is  proven  by  universal  ex- 
perience.    Is  there  any  remedy  ? 

Suggestions  for  Improving  the-  System 

Four  plans  for  improving  the  method  of  selecting  assessors 
have  been  considered  by  your  committee.  None  of  these  plans 
is  especially  novel  and  all  of  them,  we  believe,  are  practical. 
In  some  essential  particulars  they  are  much  alike,  while  in 
others  they  are  widely  and  fundamentally  different. 
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The  first  plan  considered  provides  that  each  county  shall 
constitute  an  assessment  district;  that  all  assessors  shall  be 
appointed  by  the  tax  commission  or  some  other  body  having 
similar  powers  and  functions ;  that  they  shall  be  selected  from 
a  civil  service  list  for  an  indefinite  term  and  be  removable  only 
for  cause ;  that  they  shall  devote  all  of  their  time  to  the  duties 
of  their  office.  This  plan  further  provides  that  the  appoint- 
ing body  shall  have  power,  and  it  is  made  its  duty,  to  deter- 
mine the  county  in  which  each  appointee  shall  serve,  without 
regard  to  his  place  of  residence,  and  to  change  any  assessor 
from  one  county  to  another  whenever  in  its  judgment  the 
change  will  increase  his  efficiency,  improve  the  service,  or  be 
for  the  public  good.  It  is  provided  in  this  plan  that  whenever 
for  any  cause  an  assessor  is  unable  without  assistance  to  assess 
all  of  the  property  in  his  county  he  shall  have  power  in  ac- 
cordance with  certain  carefully  defined  regulations  and  with- 
in certain  definite  limitations,  to  appoint  a  sufficient  number 
of  deputies  and  assistants  to  insure  a  full  listing  and  accurate 
valuing  of  all  property  in  the  county.  All  appointments  made 
by  the  assessor  under  this  plan  are  to  be  selected  from  a  civil 
service  list.  The  appointees  are  removable  by  him  at  will 
and  neither  the  assessor  nor  any  of  his  deputies  or  assistants 
are  to  take  any  active  part  in  party  politics. 

The  second  plan  considered  is  exactly  like  the  first  except 
that  in  this  plan  the  assessor  must  be  a  resident  of  the  county, 
if  there  is  any  one  in  the  county  who  has  passed  the  necessary 
civil  service  examination  who  will  accept  the  position.  In  case 
there  is  no  eligible  citizen  in  the  county  who  will  accept  the 
position  it  is  made  the  duty  of  the  appointing  body  to  select 
some  qualified  non-resident  of  the  county  to  fill  the  position. 
In  this  plan  a  resident  appointee  cannot  be  changed  to  any 
other  county. 

The  third  plan,  like  the  two  we  have  already  outlined,  makes 
the  county  the  unit  of  government  for  assessment  purposes, 
but  unlike  the  other  two  the  assessor,  instead  of  being  ap- 
pointed, is  elected  by  popular  vote  for  a  term  of  at  least  four 
years  and  is  removable  from  office  only  for  cause  and  in  the 
same  manner  that  other  county  officers  are  removed.  This 
plan  provides  that  no  one  shall  be  eligible  to  hold  the  office  of 
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assessor  who  has  not  passed  a  satisfactory  civil  service  examin- 
ation to  determine  his  fitness  for  the  place  and  received  a 
certificate  from  the  examining  board  showing  that  he  is 
qualified  to  hold  the  position.  This  plan,  of  course,  restricts 
the  popular  choice  to  persons  holding  certificates.  In  case 
of  failure  by  the  people  to  elect,  it  is  made  the  duty  of  the 
county  board,  or  other  body  having  similar  powers,  to  select 
some  eligible  citizen  of  the  state  to  fill  the  position.  In  this 
plan,  as  in  plans  1  and  2,  it  is  provided  that  the  assessor  shaU 
devote  all  of  his  time  to  the  work  of  his  ofiice  and  when  he 
is  unable  without  assistance  to  properly  assess  all  property  in 
the  county  he  may,  under  certain  regulations  and  restrictions, 
appoint  a  sufficient  number  of  deputies  and  assistants  to  in- 
sure a  complete  and  accurate  assessment.  Such  appointees  in 
all  cases  to  be  selected  from  a  civil  service  list  and  to  be  re- 
movable by  the  assessor  at  will. 

The  fourth  plan  considered  involves  no  change  in  assess- 
ment districts  or  in  the  manner  of  selecting  assessors.  Each 
assessment  district  whether  composed  of  a  to^vnship,  a  village, 
a  city,  or  a  county,  is  to  remain  the  same  as  at  present,  un- 
changed. The  assessor  is  to  be  selected  the  same  as  at  present, 
by  popular  vote  or  by  appointment  as  the  case  may  be,  but 
with  the  choice  of  voters  and  appointing  bodies  restricted  to 
persons  only  who  have  passed  a  civil  service  examination  and 
received  a  certificate  showing  them  to  be  eligible  to  hold  the 
office.  In  case  of  failure  by  the  people  to  elect  or  the  local 
authorities  to  appoint,  it  is  made  the  duty  of  the  county  board, 
or  some  other  suitable  board  or  officer,  to  fill  the  vacancy  by  the 
appointment  of  some  qualified  resident  voter  of  the  county. 
The  assessor  in  this  plan,  if  he  is  unable  for  lack  of  time  to 
make  a  complete  and  accurate  assessment  of  all  property  in 
his  district,  is  empowered  in  accordance  with  certain  strict 
regulations  to  appoint  a  sufficient  number  of  deputies  or 
assistants  to  complete  the  work  within  the  time  fixed  by  law. 
Such  deputies  and  assistants  wherever  possible  must  be  selected 
from  among  the  voters  of  the  district  who  are  eligible  to  hold 
the  office  of  assessor  and  are  removable  by  the  assessor  at  will. 

In  each  plan  presented  the  assessor's  compensation  should 
of  course  be  sufficiently  large  to  make  the  position  an  attractive 
one  and  to  insure  the  service  of  fully  competent  men. 
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The  civil  service  examiuation  required  should  include  the 
fundamentals  of  an  education  such  as  spelling,  writing,  and 
arithmetic  but  should  not  be  too  exacting  along  scholastic 
lines.  The  fact  should  be  fully  recognized  by  examining 
boards  that  the  qualities  most  needed  by  an  assessor  are  in- 
herent rather  than  acquired.  The  examination  should  there- 
fore be  devised  to  fit  the  job  and  should  proceed  very  largely 
along  practical  lines.  It  should,  of  course,  be  searching 
enough  to  determine  with  a  fair  degree  of  accuracy  the  candi- 
date's  capacity  to  find  out  the  value  of  property  and  to  cor- 
rectly and  legibly  record  his  conclusions  in  an  assessment 
book;  but  it  should  go  further  than  this  and  should  be  far- 
reaching  enough,  if  possible,  to  determine  his  honesty,  moral 
courage,  tactfulness,  alertness,  and,  more  than  all  else,  whether 
he  is  fairly  equipped  with  good  common  sense.  To  do  all  this 
in  a  satisfactory  manner  it  will  be  necessary  not  only  to  sub- 
ject the  candidate  to  a  personal  examination,  but  to  go  behind 
the  man  himself  and  make  inquiries  into  his  habits  and  his 
history. 

For  states  in  which  the  township  system  of  local  self-govern- 
ment is  so  firmly  intrenched  that  a  change  to  a  county  system 
is  out  of  the  question,  the  adoption  of  the  fourth  plan  sug- 
gested would,  in  the  judgment  of  your  committee,  be  a  long 
step  in  the  right  direction.  It  would  eliminate  almost  entirely 
from  the  assessor's  ranks  the  mere  pensioners  and  the  utterly 
incompetent  and  would,  we  are  confident,  greatly  improve  the 
service.  The  chief  objection  to  the  township  assessor  system 
is  that  the  office  is  not  regarded  as  one  of  sufficient  importance 
and  does  not,  as  a  rule,  afford  employment  for  a  sufficient 
length  of  time  to  warrant  the  holder  in  properly  preparing 
himself  for  his  very  difficult  task.  No  matter  how  competent 
and  diligent  an  assessor  may  be  a  small  community  like  a 
township  will  not,  as  a  rule,  permit  him  to  take  sufficient  time 
to  collect  and  properly  digest  the  necessary  data  and  infor- 
mation upon  which  to  predicate  a  really  good  assessment. 

The  adoption  in  any  state  of  either  of  the  first  three  plans 
outlined  would,  in  the  judgment  of  your  committee,  insure  the 
selection  of  fairly  competent  assessors. 

In  states  where  the  township  assessor  system  stiU  prevails 
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the  change  to  the  county  system  would  substitute  for  the 
army  of  underpaid  and  poorly  equipped  local  assessors  a 
single  assessor  in  each  county.  Instead  of  having  a  large 
number  of  independent  and  antagonistic  assessors  in  a  single 
county  each  struggling  to  keep  the  assessment  of  his  town  a 
little  lower  than  the  other  to-onas  of  the  county  we  would  have 
one  man  and  one  mind  applying  the  same  rule  of  measurement 
to  all  property  of  the  same  general  characteristics  in  all  of 
the  towns  of  the  county.  An  assessor  so  selected  and  devot- 
ing not  merel}'  a  few  weeks  but  his  entire  time  to  the  work 
of  his  office  could  familiarize  himself  with  the  character, 
quantity,  quality,  and  value  of  all  real  and  personal  property 
in  the  county.  He  could  chase  to  its  hiding  place  and  put 
upon  the  assessment  rolls  a  large  amount  of  intangible  prop- 
erty which  the  town  assessor  for  lack  of  time  is  unable  to  find. 
Every  tract,  parcel  and  lot  of  real  estate  in  the  county  with 
the  structures  and  improvements  thereon  could  be  thoroughly 
examined  and  accurately  described,  mapped,  platted,  and  even 
photographed.  The  various  uses  it  had  been  put  to  and  the 
prices  for  which  it  had  been  sold  could  be  looked  up  and  the 
information  tabulated  and  put  in  shape  for  convenient  re- 
ference. With  this  data  frequently  confirmed  and  brought 
down  to  date  there  is  no  reason  why  the  value  of  every  tract 
and  lot  of  land  in  the  county  could  not  be  so  accurately  esti- 
mated by  a  fairly  competent  man  that  it  would  be  perfectly 
safe  to  purchase  it  on  the  strength  of  the  record  in  the 
assessor's  office  without  seeing  the  property  or  making  any 
further  investigation. 

The  adoption  of  any  one  of  these  plans  would  result  not 
alone  in  bettering  the  assessment  of  real  estate,  but  all  forms 
of  personal  property  would  unquestionably  be  more  fully  listed 
and  more  accurately  valued  than  is  possible  under  existing 
conditions. 

It  is  confidently  believed  that  assessors  selected  in  the 
manner  we  have  indicated,  secure  in  a  long  term  of  office,  de- 
voting all  of  their  time  to  the  work  and  freed  in  a  large  meas- 
ure from  local  pressure  and  political  influence  would  in  a 
very  few  years  raise  the  art  of  assessing  property  from  the 
low  estate  into  which  it  has  fallen  to  the  dignity  of  a 
profession. 
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It  is  the  deliberate  judgment  of  your  committee  that  the 
plans  outlined  in  this  report  present  the  only  feasible  if  not 
the  only  possible  ways  of  materially  improving  our  present 
method  of  selecting  local  assessors. 

Samuel  Lord,  Chairman, 
Chairman  Minnesota  Tax  Commission. 

William  H.  Corbin, 
State  Tax  Commissioner  of  Connecticut. 

Allan  C.  Girdwood, 
Secretary  Maryland  Tax  Commission. 
J.  W.  Brislawn, 
Member  Washington  State  Board  of  Tax  Commissioners. 

James  A.  Houck, 
Member  Indiana  State  Board  of  Tax  Commissioners. 
John  S.  Edwards, 
Member  Florida  Tax  Commission. 
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Mr.  E,  B.  Howard,  of  Oklahoma:  I  have  listened  with  a 
great  deal  of  interest,  Mr.  Chairman,  to  this  paper.  I  am 
sure  that  it  has  presented  the  difficulties  which  we  have  en- 
countered in  the  local  work  in  our  different  states.  I  can  see 
in  these  suggestions  a  great  deal  accomplished,  if  they  can  be 
carried  out,  toward  a  betterment  of  the  assessment  of  prop- 
erties in  our  different  states.  I  move  you,  Mr.  Chairman,  that 
the  report  of  this  committee  be  adopted  by  this  conference, 
and  that  the  chairman  of  this  committee  and  its  members 
who  have  evidently  worked  diligently  in  making  this  report 
be  extended  a  vote  of  appreciation  and  thanks  by  this 
conference. 

Mr.  Francis  N.  Whitney  :  Mr.  Chairman,  I  think  that  un- 
der the  rules  we  can  only  accept  the  report,  and  then  if  there 
is  to  be  any  question  as  to  the  adoption,  or  approval,  it  must 
come  through  the  committee  on  resolutions.  However,  I  echo 
Mr.  Howard's  remarks  and  we  certainly  do  appreciate  the 
effort  which  this  committee  has  made,  and  we  believe  that  they 
have  pointed  the  way. 

Chairman  Shortt:  Following  the  order  of  procedure 
therefore  this  report  will  automatically  go  to  the  resolutions 
committee  and  be  dealt  with  there  and  reported  back  to  the 
general  conference. 

Mr.  Charles  A.  Andrews,  of  Massachusetts:  "With  refer- 
ence to  the  excellent  report  read  by  Mr.  Lord  and  the  sug- 
gested methods  for  the  selection  of  assessors,  I  would  like 
to  ask  Mr.  Lord  whether  in  the  opinion  of  the  members  of  the 
committee  who  have  been  studying  this  subject  the  immediate 
adoption  of  the  essentials  of  any  one  of  those  plans  is  possible 
in  any  large  part  of  the  country. 
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Mr.  Samuel  Lord  :  I  think,  Mr.  Chairman,  it  is  difficult  to 
say  without  trying.  I  doubt  whether  any  one  of  them  has 
ever  been  tried  in  any  community,  and  I  cannot  say  and  I  do 
not  think  the  committee  could  say  whether  we  could  adopt 
even  the  fourth  suggestion,  for  instance.  That  seemed  to  us 
possible,  and  it  seemed  to  us  that  if  it  could  be  adopted  it 
would  greatly  improve  the  service.  I  see  no  reason  why  with 
some  campaign  of  education  that  even  the  third  suggestion 
might  not  be  adopted.  We  require  a  man  to  obtain  a  certi- 
ficate to  practice  law.  The  work  of  an  assessor  is  even  more 
important  to  the  community  than  the  work  of  a  lawyer.  We 
require  in  most  states  that  the  county  superintendent  of  schools 
shall  be  a  man  qualified  to  teach  before  he  can  hold  the  office 
of  county  superintendent.  That  possibly  is  not  true  in  all 
states  but  it  is  true  in  some  states.  Now  if  legislation  along 
that  line  can  be  obtained,  I  see  no  reason  why  with  a  well- 
devised  campaign  of  education,  legislation  along  the  lines 
suggested  in  that  report  might  not  be  obtained. 

Mr.  Chakles  A.  Andrews  :  Mr.  Chairman,  my  reason  for 
raising  this  question  is  not  disapproval  of  the  recommenda- 
tions of  the  committee.  I  believe  the  report  has  recommended 
or  has  pointed  out  the  Avay  or  the  ways,  one  of  which  must 
be  striven  for  in  every  state,  for  the  improvement  of  assess- 
ments. But  in  Massachusetts  during  the  last  few  years  we 
have  made  various  attempts  to  adopt  some  part  of  the  ideas 
and  of  the  plans  suggested  by  the  report  of  the  committee  and 
almost  entirely  without  success.  We  tried  in  one  year  to  have 
the  assessors  selected  from  a  certified  or  civil  service  list  for 
an  indefinite  tenure,  with  removal  for  cause  only  after  hear- 
ing, and  we  could  get  scarcely  anybody  in  the  legislature  to 
approve  of  that.  We  have  tried  to  get  a  law  to  have  the  as- 
sessors appointed  by  the  tax  commission,  and  we  could  get 
scarcely  anybody  to  vote  for  that.  We  have  tried  to  have 
one  member  of  each  municipal  board  of  assessors  appointed 
by  the  tax  commissioner  from  a  civil  service  list  and  the  other 
two  members  on  each  board  to  be  elected  by  the  voters,  as  at 
present.  In  all  of  our  attempts  when  it  really  got  to  the 
14 
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point  before  the  legislature  that  consideration  had  to  be  given 
to  the  recommendation  or  to  the  bill,  representatives  of  the 
towns  have  come  to  the  state  house  in  hordes  and  they  made 
the  Bay  State  ring  with  the  slogan  that  the  New  England 
town  has  been  sufficient  unto  itself  in  the  assessnient  of  its 
property  up  to  the  present  time  and  they  "  don't  calculate  " 
to  have  anj-body  sitting  in  the  state  house  who  is  going  to 
have  anything  to  do  with  the  assessment  of  their  property. 
That  is  a  discouraging  situation.  The  only  thing  we  have 
been  able  to  accomplish  in  Massachusetts  after  repeated  trials 
is  that  we  have  made  the  assessors'  tenure  of  office  of  three 
years,  so  that  one  man  on  a  board  of  three  is  elected  each 
year  for  a  term  of  three  years.  Some  improvement  has  re- 
sulted from  that  for  the  reason  that  now  everybody  is  going 
to  work  at  the  job  three  years,  and  there  is  always  going  to  be 
two  men  on  the  board  who  have  had  at  least  one  year's  ex- 
perience. "We  have  accomplished  that,  but  we  have  been  un- 
able to  get  beyond  that.  The  thought  is  very  strong  in  Massa- 
chusetts that  the  town  is  a  self-sufficient  unit  and  ought  not 
to  be  interfered  with  in  the  valuation  and  assessment  of  its 
property.  I  wonder  if  in  any  other  parts  of  the  country 
there  is  a  hopefulness  that  some  one  of  the  excellent  plans 
presented  can  actually  be  secured. 

Mr.  K.  K.  Kennan,  of  Wisconsin:  I  take  it  that  the  last 
speaker  finds  the  difficulty  only  in  the  popular  mind,  not  in 
the  practicability  of  the  plan  itself.  That  is,  you  say  you 
consider  that  the  difficulty  lies  in  the  opposition  of  the  people 
who  are  not  familiar  with  the  advantages  of  the  plan;  is 
that  it? 

Mr.  Chables  A.  Andrews  :  The  opposition  comes  from  the 
citizenship  in  general;  from  the  small  towns. 

Mr.  K.  K.  Kennan  :  But  you  are  not  expressing  your  doubts 
about  the  practicability  of  the  plan,  aside  from  that  ? 

I\Ir.  Charles  A.  Andrews  :  No,  sir. 
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]\Ir.  K.  K.  Kennan:  It  may  be  of  interest  to  the  confer- 
ence to  know  that  in  Wisconsin  we  have  tried  a  plan  very 
similar  to  one  of  those  suggested — not  for  purposes  of  general 
assessment,  but  very  close  to  it.  "When  the  income  tax  was 
adopted  we  divided  the  state  as  nearly  as  we  could  into 
forty-one  districts.  We  called  it  forty  districts  in  conversa- 
tion because  Milwaukee  was  necessarily  a  district  by  itself, 
and  the  remainder  of  the  state  was  divided  into  forty  districts. 
Not  having  any  previous  experience  with  the  income  tax  we 
had  no  statistics  from  which  to  determine  how  much  work 
would  be  needed  in  any  particular  part,  and  I  therefore  made 
parallel  columns  of  population,  of  wealth,  of  per  capita 
wealth  and  numerous  other  things,  and  made  a  combination 
of  those  and  applied  that  to  the  territory  for  the  purpose  of 
laying  out  districts.  As  a  result  we  had  some  districts  of  one 
county,  some  of  two  and  some  even  of  three  counties  where 
they  were  sparsely  settled.  Then  we  announced  that  there 
would  be  in  each  of  those  districts  civil  service  examinations 
for  the  office  of  assessor  of  incomes,  and  it  was  part  of  my 
duties  to  read  through  some  two  or  three  hundred  sets  of 
papers  written  out  by  those  men  and  forwarded  to  the  civil 
service  commission  at  Madison,  with  a  view  to  determining 
which  were  the  best  men. 

We  of  course  went  into  the  question  of  their  character  and 
experience.  We  did  not  turn  down  a  man  because  his  writing 
was  poor,  or  his  spelling  somewhat  eccentric,  because  we 
realized  that  some  men  whose  education  might  not  be  very 
well  finished  were  men  of  good  sense  and  practical  experi- 
ence in  valuing  such  property  as  we  have  in  Wisconsin.  But 
we  did  look  very  closely  into  the  moral  character,  the  habits, 
the  will  power,  the  standing  of  the  men  in  the  community, 
because  we  realized  that  into  the  hands  of  these  men  were  to 
go  the  reports  of  all  the  people  in  their  districts  relating  to 
their  private  affairs,  and  that  it  was  a  position  of  trust  and 
confidence  which  not  every  man  is  qualified  to  fill.  It  was 
determined  that  these  men  should  be  appointed  for  three  years 
and  it  may  interest  you  to  know  that  the  average  salary  paid 
— and  we  were  surprised  that  we  were  able  to  get  men  of  the 
high  grade  we  did  at  that  salary — was  about  twelve  hundred 
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dollars  a  year.  We  had  a  choice  in  some  counties  among 
ten  or  twelve  good  men — in  one  county  fifteen — and  we  then 
made  more  careful  inquiries  about  them.  Similar  inquiries 
were  made  also  by  the  civil  service  commission.  Confidential 
information  was  secured  from  the  people  in  the  district.  They 
were  asked  about  his  standing,  his  integrity.  Is  he  capable? 
Has  he  the  backbone  to  resist  undue  influence  from  any 
source?  And  the  examination  took  some  months.  Then  we 
assembled  those  men  when  we  had  finally  made  the  appoint- 
ments and  saw  them  face  to  face.  In  most  cases  we  went  to 
look  them  up  beforehand,  to  make  sure. 

When  we  brought  them  together  we  found  that  we  had  a 
very  intelligent,  promising-looking  lot  of  men.  That  those 
men  were  satisfactory  is  shown  by  the  fact  that  in  the  first 
year  of  a  very  arduous  campaign  of  enforcing  a  new  and  un- 
tried law,  which  was  far  from  popular  at  the  beginning,  we 
had  no  occasion  to  discharge  one  of  them.  A  very  few 
changes,  not  perhaps  more  than  three  or  four,  have  been  made 
since  January  1,  1911,  four  years  ago.  I  merely  mention  that 
as  showing  an  instance  of  the  accomplishment  of  something 
similar  to  what  Mr.  Lord  has  suggested.  While  those  men 
were  not  appointed  as  assessors  of  the  general  property  tax, 
we  went  a  step  further  and  made  them  supervisors  of  the 
assessors  of  the  property  tax.  We  had  up  to  that  time  a 
system  of  county  supervisors  of  assessment,  who  wore  to  over- 
see the  town  assessors  and  try  to  get  them  to  do  their  work 
properly  and  with  some  degree  of  uniformity.  The  assessors 
of  some  counties  did  very  good  work,  but  others  considered 
it  a  mere  opportunity  to  draw  salary.  So  we  had  that  office 
abolished  and  gave  it  to  the  income-tax  assessors  and  they 
have  administered  it  since  very  effectively. 

I  have  always  felt  a  little  opposed  to  putting  two  offices  in 
the  power  of  one  man.  There  is  some  little  deviation  be- 
tween the  duties  of  those  offices;  to  such  an  extent  that  I 
have  sometimes  thought  it  might  be  better  to  change  that 
and  have  separate  men  for  each  office;  but  that  is  not  the 
fault  of  the  men  at  all.  I  therefore  look  upon  the  recom- 
mendations made  by  IMr.  Lord  as  not  being  impracticable  or 
visionar}'.     I  fully  agree  with  Mr.  Andrews,  however,  that 
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the  great  obstacle  to  adopting  anything  that  looks  so  desir- 
able is  the  lack  of  appreciation  on  the  part  of  the  public  of 
the  benefits  which  would  ensue,  the  popular  feeling  against 
giving  up  any  power,  the  feeling  of  the  people  that  if  they  are 
going  to  be  assessed  it  must  be  by  a  man  they  elect  themselves. 
And  all  that  leads  back  to  the  conclusions  which  we  will 
come  to  recognize  more  and  more  in  the  coming  years  in  this 
conference,  the  point  that  the  taxing  official  should  not  be  in 
any  manner  dependent  upon  the  persons  whom  he  is  taxing. 

Mr.  E.  H.  WoLCOTT,  of  Indiana :  We  have  been  particularly 
interested  in  this  subject  because  we  attempted  some  reform 
legislation  in  Indiana  at  the  last  session  of  the  legislature. 
It  might  be  possible  where  the  assessors  are  appointed  to 
have  certain  qualifications  necessary  before  they  could  re- 
ceive the  appointment ;  but  to  put  any  restrictions  on  an  elec- 
tive officer,  and  make  it  necessary  that  he  should  qualify  for 
his  position,  would  be  almost  revolutionary  in  Indiana,  be- 
cause every  man  in  Indiana  feels  he  is  entirely  capable  of 
filling  any  position  to  which  he  may  aspire.  Wlien  we  pre- 
sented a  bill  to  the  legislature  in  which  we  suggested  that  it 
might  be  wise  for  the  state  tax  commission  to  appoint  the 
county  assessor, — the  tOAvn  assessor  is  constitutional  and  can- 
not be  touched  by  the  legislature — we  encountered  immediately 
that  spirit  of  antagonism  which  Mr.  Andrews  and  Mr.  Kennan 
have  referred  to.  So  we  modified  our  measure  and  finally  se- 
cured a  bill  which  permits  the  state  tax  commission  to  prefer 
charges  of  incompetency  against  any  assessor  who  fails  to 
do  his  duty  or  is  found  incapable ;  but  they  would  not  permit 
us  to  appoint  his  successor,  and  we  are  compelled  to  file  these 
charges  before  the  judge  and  permit  his  successor  to  be 
selected  by  the  local  community.  This  has  had  quite  a  salu- 
tary effect  in  many  ways,  particularly  in  the  response  of  the 
various  assessors  to  the  instructions  of  the  state  tax  com- 
mission. 

In  1913,  owing  to  the  independence  of  the  local  assessing 
officers,  the  state  tax  commission  was  compelled  to  raise  25 
counties  out  of  92  because  of  a  direct  violation  of  the  in- 
structions of  the  state  board.     In  1914  we  were  compelled  to 
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raise  only  one.  This  year,  owing  to  a  change  in  the  law  which 
brought  it  to  pass  that  the  township  assessor  and  county 
assessor  now  go  out  of  office  at  the  same  time  (whereas  pre- 
viously it  was  in  alternate  years),  we  found  that  we  were 
handicapped  by  having  almost  an  entirely  new  body  of  as- 
sessing officers;  but  that  little  measure  of  control  that  the 
legislature  granted  us,  the  power  to  prefer  charges,  made 
every  one  of  them  anxious  to  respond  to  our  instructions  and 
to  abide  by  whatever  methods  we  prescribed.  They  did  not 
want  the  humiliation  of  having  charges  preferred  against 
them  and  we  found  a  very  willing  and  eager  set  of  tax 
officials  this  year;  but  their  newness  and  inexperience  did 
not  give  us  as  good  an  assessment  as  we  will  have  next  year 
or  the  year  following.  We  were  only  compelled  to  raise  six 
counties  this  year,  which  is  unusual  in  a  real  estate  year ;  but 
conditions  existed,  owing  to  depression  and  other  factors, 
which  made  us  feel  that  any  drastic  measures  would  not  be 
wise  at  this  time.  Then  we  took  into  consideration  the  weak- 
ness of  the  men,  their  desire  to  do  the  best  they  could  and  the 
handicap  under  which  they  suffered.  And  I  would  suggest 
that  even  in  states  Avhere  you  cannot  secure  the  appointing 
power,  if  the  legislature  will  give  you  some  control  and  make 
assessors  feel  responsibility  even  in  a  slight  way,  it  will  be 
of  incalculable  benefit  to  you  in  getting  their  co-operation 
and  assistance.  The  report  of  this  committee  is,  I  think,  one 
of  the  best  that  I  have  listened  to  since  I  have  been  attend- 
ing these  meetings.  It  means  a  great  deal,  indeed.  I  am 
thoroughly  converted  to  the  desirabilitj^  of  central  control 
as  far  as  taxation  is  concerned.  I  believe  those  who  are 
responsible  for  the  assessments  should  have  the  power  to 
appoint  those  who  make  the  assessments.  And  I  think  the 
county  assessor  at  least,  where  such  an  officer  exists,  should 
be  appointed  by  the  tax  commission,  as  there  should  be  some 
one  entirely  under  their  control  and  subject  to  their  orders. 
But  even  a  slight  measure  of  control,  even  some  sense  of 
obligation,  or  fear  of  censure  or  fear  of  public  condemnation, 
is  far  better  than  none,  although  I  heartily  favor  the  intro- 
duction, if  possible,  of  some  of  the  methods  that  the  committee 
suggested. 
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]\Ir.  George  G.  Tunell  :  In  the  struggle  to  change  old  and 
long  established  institutions,  I  do  not  believe  we  should  be  too 
easily  discouraged.  It  generally  requires  a  good  many  at- 
tempts to  make  a  start,  but  once  the  start  is  made  the  thing 
comes  along  pretty  fast. 

Prop.  T.  S.  AdxVms:  I  want  to  emphasize  that  if  I  may. 
Mr.  Fellows  spoke  about  the  reassessment  power  in  New 
Hampshire.  We  have  the  reassessment  power  in  Wisconsin 
and  we  have  exercised  it  liberally,  so  liberally  that  the  legis- 
lature this  year  very  nearly  put  the  tax  commission,  which 
had  used  this  power,  out  of  business  by  abolishing  it  or  sub- 
stituting an  entirely  new  kind  of  board.  But  note  these  two 
things :  among  all  the  changes  proposed  in  this  legislature  no 
one  seriously  attempted  to  abolish  the  income  tax  or  to  abolish 
the  power  of  reassessment.  Now  that  was  to  me  a  revelation. 
There  was,  as  I  say,  an  outbreak  in  Wisconsin  due  to  high 
taxes  and  to  interference  with  local  self-government  through 
reassessment.  But  of  all  the  things  proposed  they  never  once 
proposed  to  take  away  from  the  tax  commission  the  power  of 
making  these  reassessments  and  they  never  once  proposed  to 
do  away  with  the  income  tax.  Those  facts  to  me  are  proof 
of  what  Mr.  Tunell  said.  It  is  worth  while  keeping  at  these 
things;  and  moreover,  somewhat  in  opposition  to  what  Mr. 
Fellows  has  said,  I  believe  at  times  it  is  very  desirable  to  do 
unpopular  things  for  educational  purposes.  Of  all  educators 
reassessment  is  the  best. 

And  I  want,  from  practical  experience,  to  testify  to  the 
practicability  of  civil  service  selection.  I  remember  very  dis- 
tinctly the  attitude  of  the  legislative  committee  that  framed 
the  income  tax  in  Wisconsin.  They  did  not  want  the  income 
assessors  to  be  selected  by  civil  service.  They  thought  it 
was  impracticable  and  that  it  would  not  work.  But  it  has 
worked.  We  have  secured  by  civil  service  methods  a  group 
of  men  of  whom  not  only  Mr.  Kennan  but  of  whom  anybody 
else  may  be  proud.  I  want  to  put  on  record  my  conviction 
that  civil  service  selection  can  be  made  the  best  method  of 
selection  of  which  I  have  any  knowledge. 
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Mr.  Francis  N.  Whitney:  I  was  very  much  interested  in 
Professor  Adams'  statement  that  there  never  was  any  idea 
in  the  mind  of  any  citizen  of  Wisconsin  to  take  away  the  power 
of  reassessment.  We  in  New  York  this  year  had  a  bill  pro- 
posed to  change  the  power  of  assessment,  taking  away  from 
the  state  comptroller  some  powers  in  reference  to  corpor- 
ations, which  have  long  been  lodged  in  that  officer;  and  the 
bill  provided  for  the  creation  of  a  state  tax  department  with 
three  tax  commissioners.  In  the  bill  as  originally  drafted 
there  was  the  provision  for  reassessment  by  order  of  the 
commission,  but  it  was  a  very  weak  reassessment.  It  was  to 
be  made  by  the  same  men  who  made  the  original  assessment. 
The  local  assessors  in  New  York  sat  on  that  so  effectively  that 
the  bill  could  never  have  passed  if  that  provision  had  been 
retained ;  and  the  new  tax  department  in  New  York  has  abso- 
lutely no  power  to  order  a  reassessment.  The  only  thing  they 
can  do  is  to  present  their  case  to  the  court,  which  we  could 
do  under  the  old  law.  Reassessment  in  New  York  seems  to 
me  a  long  way  off.  I  believe  in  it  thoroughly,  but  of  course 
I  do  not  believe  that  it  should  be  made  by  the  same  man  who 
made  the  original  assessment. 

Prof.  T.  S.  Adams  :  I  did  not  say  there  was  no  idea  in  Wis- 
consin of  abolishing  the  reassessment  law ;  I  think  there  were  a 
great  many  ideas.  But  there  was  not  believed  to  be  enough 
support  for  such  a  proposition  to  justify  putting  it  in  the 
form  of  a  bill. 

Mr.  Fr.\ncis  N.  Whitney:  My  remark  was  somewhat  ex- 
travagant. 

Chairman  Shortt  :  As  a  civil  service  commissioner  myself, 
dealing  with  appointments  in  the  federal  government  in 
Canada,  I  can  say  that  as  regards  the  feasibility  of  civil  ser- 
vice selection  for  men  of  that  type,  it  is  quite  possible,  pro- 
vided it  is  carried  out  in  the  way  in  which  it  seems  to  be 
carried  out  in  Wisconsin.  In  Canada  we  get  particulars  as 
to  the  lives  of  the  candidates.  We  ask  every  man  to  give  his 
history,  that  is  account  for  his  time  from  the  time  he  leaves 
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a  school  until  he  has  made  this  application,  "We  do  not  ask 
him  to  furnish  us  with  any  personally  solicited  recommenda- 
tions. We  simply  ask — with  whom  have  you  worked?  At 
what  have  you  worked?  What  have  you  done?  We  then 
write  confidentially  to  the  people  named,  stating  that  this 
man  is  an  applicant  for  such  and  such  a  position,  that  he 
claims  to  have  served  in  this  capacity  with  them  for  such  a 
time,  and  asking  confidential  information  with  reference  to 
him.  We  then  lay  all  that  before  the  party  who  is  to  be 
responsible  for  getting  the  work  done.  We  ask  him  to  go 
over  that,  or  if  it  is  two  or  three  of  them,  to  go  over  them; 
then  we  have  a  conference  with  them  and  we  go  over  it  too; 
and  in  nineteen  cases  out  of  twenty  we  find  we  have  agreed 
as  to  the  people  who  are  most  effective.  We  then  take  them 
on  probation,  that  is,  hand  them  over  on  probation,  and  the 
result  has  been  just  as  indicated  in  Wisconsin,  that  the  fail- 
ures in  such  cases  are  extremely  rare.  But  the  possibility  of 
getting  all  that  done  comes  back  to  the  consideration  raised 
by  Professor  Andrews ;  will  the  public  tolerate  it  ?  And  there 
is  where  I  think  the  education  is  chiefly  required.  The  feasi- 
bility is  all  right  if  the  public  will  tolerate  it,  and  the  sug- 
gestions made  are  very  good  on  that  point,  as  to  ways  by 
which  it  may  be  gradually  brought  forward. 

Mr.  George  G.  Tunell  :  In  Arizona  the  tax  commission  has 
original  power  to  change  individual  assessments. 

Mr.  Charles  V.  Galloway,  of  Oregon:  I  do  not  want  to 
prolong  this  discussion,  but  it  may  be  worth  while  to  suggest 
that  in  harmony  with  some  of  the  experience  that  we  have  had 
in  Oregon,  I  think  that  it  is  possible  to  dignify  the  office  of 
assessor  and  to  secure  through  legislation  more  competent  as- 
sessment and  more  competent  assessors,  even  under  the  elective 
system.  Wliile  I  am  not  criticising  in  any  sense  the  desirabil- 
ity or  the  feasibility  of  the  committee 's  suggestions,  I  want  to 
give  you  briefly  the  result  of  some  of  the  legislation  in  Oregon 
that  in  recent  years  has  made  for  better  assessments.  We 
used  to  give  the  assessor  a  two  year  term.  Several  years  ago 
the  term  was  changed  to  four  years.     I  have  been  a  member 
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of  the  tax  commission  of  Oregon  for  over  six  years,  and  I 
think  at  least  two-thirds  of  the  men  who  were  assessors  in 
Oregon  six  years  ago  are  assessors  today.  Almost  any  asses- 
sor who  proves  that  he  is  competent  gets  a  second  or  a  third 
term,  if  not  a  fourth  term.  The  difficulties  we  have  in 
securing  competent  assessors  do  not  arise  from  tenure  of  office, 
but  in  most  cases  from  meagemess  of  salary  and  the  fact  that 
sufficient  clerical  assistance  is  not  given  the  assessor.  If  we 
cannot  get  the  appointive  assessor  under  the  civil  service 
arrangement,  it  will  accomplish  a  great  deal  to  give  the  asses- 
sor a  longer  term,  with  a  chance  of  re-election  if  he  makes 
good.  The  assessors  in  Oregon  who  have  been  in  office  for  a 
long  term  of  years — who  have  been  re-elected  the  second,  third 
and  even  fourth  time  for  four  year  terms — make  a  very  ac- 
ceptable set  of  assessors,  notwithstanding  the  facts  that  we 
have  no  civil  service  regulations  and  things  are  not  just  as 
we  want  them.  I  do  not  say  it  is  a  perfect  system  or  a  desir- 
able system,  but  it  is  certainly  an  improvement  over  old 
conditions  when  we  had  a  two  year  term  and  changed  asses- 
sors every  two  years. 

Mr.  Francis  N.  "Whitney:  I  think  Mr.  Galloway  has  pre- 
sented a  rather  ideal  situation.  I  think  the  assessor  elected 
without  inquiry  as  to  qualifications  is  apt  to  conform  to  a  pretty 
low  standard.  Of  course  we  in  New  York  are  hampered  with 
the  home-rule  provision.  We  must  elect  our  assessors.  They 
are  constitutional  officers.  We  have  a  constitutional  conven- 
tion now  sitting  and  I  hope  that  it  will  take  a  little  of  the  home 
rule  out  of  the  constitution.  I  think  that  an  appointive  body 
of  assessors,  looking  to  their  qualifications  in  the  manner 
suggested  in  the  report  of  Mr.  Lord's  committee,  will  bring 
about  a  better  condition  than  the  elective  system,  even  when 
assessors  are  re-elected  for  several  terms  as  in  Oregon. 

Mr.  E.  B.  Howard,  of  Oklahoma :  Out  in  my  state,  where  it 
is  new,  we  have  plenty  of  experiences,  and  conditions  are  more 
or  less  ideal  for  trying  out  propositions  such  as  those  suggested 
by  this  committee.  I  say  this  for  the  reason  that  when  our 
constitution  was  written  it  left  the  legislature  to  provide  for 
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the  assessment  of  property.  "We  started  out  at  the  first  session 
of  the  legislature  by  providing  for  township  assessors;  that 
did  not  suit  us  so  the  next  legislature  provided  for  county 
assessors  to  be  appointed  by  the  governor ;  that  did  not  work 
very  well  so  the  following  legislature  provided  that  assessors 
should  be  elected.  In  all  of  these  things  the  people  of  the 
state  acquiesced.  Now  that  system  has  not  worked,  and  quite 
contrary  to  Dr.  Adams'  statement,  it  has  been  proven  by 
other  legislatures  in  our  state  that  the  cities  acquiesce  in  the 
action  of  the  state,  in  everything  we  have  done.  In  fact, 
it  has  been  necessary  at  times  for  the  cities  to  appeal  to  the 
state  board  of  equalization  for  relief  from  the  county  asses- 
sors. We  have  a  large  farming  population,  and  the  assessors 
— who  are  now  elected — come  off  the  farms  in  large  measure, 
and  they  try  in  many  instances  to  make  the  cities  bear  the 
burden  of  taxation. 

We  enacted  a  law  at  the  last  legislature  providing  for  a 
horsepower  tax  on  automobiles.  We  took  from  the  county 
their  advalorem  assessment;  we  took  from  the  cities  their 
right  to  levy  license  taxes.  Our  cities  have  acquiesced  in 
that.  We  adopted  a  two  per  cent  gross  production  tax  on 
oil  and  gas.  We  took  from  the  counties  the  right  to  assess 
the  properties  used  in  operating  these  oil  and  gas  wells,  and 
they  have  acquiesced  in  that;  and  I  believe  in  a  community 
such  as  ours  the  people  will  welcome  relief  from  the  kind  of 
assessor  who  appeared  before  our  state  board  of  equalization 
last  Thursday,  when  we  had  made  a  raise  of  eight  per  cent 
on  the  lands  of  his  county,  and  the  only  excuse  he  had  for 
appearing  was  that  we  had  put  him  in  a  devil  of  a  shape  at 
home.  Mr.  Chairman,  I  believe  in  recommendation  number 
one  of  this  committee. 

The  last  session  of  the  Oklahoma  legislature  provided  that 
the  school  land  commission,  of  which  I  am  a  member,  should 
sell  about  forty-two  million  dollars  worth  of  school  lands. 
They  provided  that  that  commission  should  appoint  appraisers. 
In  that  provision  they  provided  that  no  appraiser  should  re- 
side in  the  county  in  which  he  was  going  to  appraise  the  land. 
We  made  an  appointment  of  thirty-five  appraisers  to  work  in 
bunches  of  three.     We  called  them  in  and  we  instructed  them 
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as  to  what  we  wanted  them  to  do.  We  sent  them  into  com- 
munities where  there  were  no  political  or  other  obligations 
upon  their  shoulders  and  impressed  upon  them,  in  so  doing, 
that  their  only  obligation  was  to  the  people  of  the  state.  The 
result  is  that  we  are  getting  an  appraisement  of  every  acre 
of  school  land  in  Oklahoma  that  is  fair  to  the  lessee  and  fair 
to  the  state  of  Oklahoma.  I  believe  that  if  we  could  provide 
for  the  assessment  of  property  by  assessors  to  be  appointed  by 
the  state  tax  commission — whether  we  adopt  the  civil  service 
proposition  or  not — and  then  take  those  assessors  so  appointed 
out  of  the  communities  where  they  reside  and  relieve  them 
from  all  obligations  except  to  make  a  good  assessment  at  a 
fair  and  just  rate,  that  we  would  have  solved  the  problem. 
I  believe,  Mr.  Chairman,  that  out  in  Oklahoma,  where  we 
have  a  reputation  for  trying  everything  that  is  new,  this 
problem  can  be  solved  and  perhaps  we  can  help  lay  the 
foundation.     [Applause]. 
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Chairman  Whitney  :  Gentlemen,  I  think  the  most  import- 
ant session — we  have  come  to  believe  it  so — is  this  round  table 
discussion.  We  are  permitted  to  talk  to  anything  that  has  a 
bearing  on  the  subject  of  taxation,  particularly  to  discuss  more 
fully  than  is  possible  at  the  regular  sessions,  the  points  that 
are  brought  out  in  the  papers.  Judge  Leser  of  the  State 
Tax  Commission  of  Maryland  and  former  Chief  Judge  of  the 
Appeal  Tax  Court  in  the  city  of  Baltimore,  has  presided  at 
sessions  of  this  round  table  in  the  past.  He  has  a  particular 
knack  of  getting  the  men  on  their  feet  and  drawing  out  of 
them  their  ideas  on  the  subjects  which  are  most  important 
and  in  which  we  are  all  interested.  We  want  you  all — and 
Judge  Leser  will  explain  that  fully — to  join  in  the  discussion 
and  ask  questions  one  of  the  other  so  that  we  may  get  all 
the  meat  out  of  the  cocoanut — Judge  Leser. 

Presiding- — Hon.  Oscar  Leser,  of  Maryland. 

Chairman  Leser  :  Gentlemen,  it  seems  to  be  the  rule  of  these 
conferences  that  if  you  are  a  perfectly  willing  victim  once, 
you  ought  to  be  a  candidate  for  the  same  office  indefinitely, 
and  in  a  moment  of  good-nature  I  accepted  this  assignment 
last  year.  We  found  that  the  arrangements  for  the  round 
table  in  1914  were  a  little  bit  too  cut  and  dried.  The  gentle- 
men came  with  very  excellent  papers  prepared  on  subjects, 
but  there  was  not  that  open,  free,  informal,  spontaneous  dis- 
cussion that  contributes  so  much  to  make  a  round  table  of 
interest.  For  that  reason  we  hope  this  time  that  there  wiU 
be  as  little  formality  as  possible  and  that  the  gentlemen  will 
participate  freely  in  the  discussion  even  if  they  have  no  well 
formed  opinions,  or,  if  they  have  only  what  are  some  times 
called  half-baked  opinions,  and  then  we  will  criticise,  and  by 
that  process  perhaps  Ave  will  reach  some  valuable  conclusions. 
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Now,  gentlemen,  in  response  to  my  invitation  there  have 
been  a  few  suggested  topics,  and  in  addition  to  that  I  have 
thought  of  a  few  subjects  myself  which  I  will  simply  mention 
to  illustrate  the  ground  that  a  meeting  of  this  kind  could 
cover.  There  is  the  question  of  requiring  a  statement  of  the 
true  consideration  in  deeds,  a  very  interesting  topic ;  particu- 
larly since  the  federal  revenue  law  requires  the  attaching  of 
revenue  stamps,  indicating  true  considerations,  and  there  is 
now  less  objection  to  it.  There  is  a  suggestion  that  there 
should  be  no  oath  required  to  tax  schedules.  There  is  a  great 
deal  of  force  in  that.  I  found  in  British  Columbia  that  they 
do  away  entirely  with  the  oath  and  are  content  with  the 
signature  of  the  taxpayer.  In  one  of  the  states  where  they 
have  a  low  rate  of  taxation  on  intangibles  the  pressing  ques- 
tion is  one  of  the  improvement  of  administration  of  the  law. 
That  opens  up  an  interesting  field.  Another  question  is  that 
of  appeals  from  assessment  to  court:  when  should  they  be 
allowed,  and  in  what  cases?  Should  there  be  appeals? 
Should  they  be  on  questions  of  law  or  questions  of  fact.  We 
have  recently  had  in  our  o^vn  state  a  decision  in  the  question 
of  bank  deposits,  whether  they  should  be  taxable,  a  decision 
of  our  own  commission  by  the  way,  which  will  reach  the 
courts ;  and  that  suggests  whether  you  should  tax  bank  deposits 
at  all  and,  if  so,  at  what  rate  and  in  what  way. 

Mr.  William  H.  Corbin,  of  Connecticut:  National  or  sav- 
ings banks? 

Chairman  Leser:  National  and  state.  There  has  been  a 
decision  of  the  supreme  court  in  the  past  two  years  that  the 
deposits  of  national  banks  are  not  exempt  from  taxation. 
One  of  the  gentlemen  present  has  asked  for  information  as 
to  the  wheelage  taxes  that  are  imposed  in  different  states.  At 
the  proper  time  there  may  be  answer  given  to  that  question. 

Mr.  George  Lord:  What  is  the  wheelage  tax? 

ChairMxVN  Leser:  The  gentleman  who  discusses  the  ques- 
tion will  explain  that  at  the  same  time.     I  think  possibly  he 
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has  in  mind  some  kind  of  a  vehicle  tax.  Then  on  the  taxa- 
tion of  car  companies,  there  is  one  gentleman  who  would  like 
to  say  something  on  that,  as  the  paper  scheduled  on  that 
subject  has  been  omitted.  Another  gentleman  has  an  inter- 
esting plan  of  abolishing  tax  rates — not  taxes,  but  tax  rates. 
He  would  have  the  tax  stated  in  so  many  millions  or  thous- 
ands, and  simply  have  the  tax  levied  in  mone}^  as  state  taxes 
are  now  levied  in  many  states.  Another  subject  might  be 
that  of  the  standard  valuation  for  shares  of  bank  stock,  for 
instance  whether  it  should  be  market  value  or  book  value. 
This  is  a  subject  that  has  come  up  frequently  and  has  never 
been  thoroughly  discussed  or  written  about.  Then  it  has  oc- 
curred to  me  that  the  question  of  the  collection  of  taxes  has 
really  never  received  any  attention  from  this  association,  a 
most  important  subject;  whether  you  should  allow  discounts 
or  rebates  or  impose  penalties,  how  long  a  grace  you  should 
give  in  the  payment  of  taxes,  what  should  be  done  if  not  paid 
— sell  the  property?  In  the  case  of  personal  assessments, 
sue  and  get  judgment?  And  after  you  get  the  judgments 
what  should  you  do  with  them?  In  our  state  we  get  judg- 
ments on  personal  assessments  and  then  sit  tight  and  do  noth- 
ing. If  it  happens  to  hit  a  piece  of  real  estate  it  may  be 
paid  eventually, 

Mr.  E.  H.  Wolcott:  I  would  like  to  suggest  another  ques- 
tion, a  serious  one  in  our  state,  and  that  is  the  question  of 
collecting  what  we  call  drop  taxes. 

Chairman  Leser  :  What  do  you  mean  by  that  ? 

Mr.  E.  H.  "Wolcott  :  Each  year  the  auditor  places  upon  his 
book  after  the  collection  of  taxes  certain  taxes  that  cannot  be 
collected.  People  either  move  out  or  they  find  the  amount 
so  small  that  the  penalty  allowed  of  six  per  cent  in  Indiana 
is  not  sufficient  to  pay  them  for  attending  to  collection;  it 
amounts  to  one  million  dollars  a  year  in  Indiana.  No  scheme 
has  ever  been  devised  in  our  state  yet  that  would  make  it 
possible  to  collect  that. 
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Chairm^vn  Leser  :  There  will  be  time  to  take  that  up  later. 
I  want  to  include  these  topics.  There  is  a  plan  which  is  in 
vo^e  in  New  York  and  some  other  cities  of  selling  the  judg- 
ments or  selling  the  tax  liens;  not  the  property,  but  the  tax 
liens.  Then  there  is  the  very  excellent  plan  in  some  communi- 
ties of  publishing  the  lists.  We  have  had  nothing  at  all  that  I 
recollect  on  the  subject  of  collection  of  taxes.  And  finally,  I 
was  notified  by  one  gentleman  that  he  would,  if  time  permitted, 
discuss  his  theory  that  all  property  ought  to  be  taxed  for  state 
purposes,  even  including  property  belonging  to  cities.  Of 
course  he  excepts  state  property  itself. 

Mr.  Samuel  T.  Howe:  In  order  that  we  may  have  some 
order  in  this  discussion  I  suggest  that  you  select  what  you 
consider  the  most  important  topic  there  and  ask  for  sug- 
gestions. 

Mr.  Allen  Ripley  Foote:  Permit  me  to  take  one  sugges- 
tion in  addition  to  j^our  list.  Last  night  Mr.  Howe  made  a 
plea  for  popular  support.  Mr.  Andrews  gave  an  account  of 
one  legislature  that  could  not  be  depended  upon  at  all  for 
tax  reform.  Now  I  would  like  to  have  Mr.  Corbin  called  up 
to  state  what  has  happened  in  Connecticut,  where  the  legis- 
lature was  entirely  willing  to  do  everything  the  commission 
wanted. 

Mr.  "Willl\m  H.  Corbin  :  Would  it  not  be  well  to  take  some 
of  the  specified  subjects  first? 

Chairmajst  Leser  :  If  you  will  promise  not  to  run  away.  We 
would  like  to  hear  then  from  Dr.  Adams. 

Prop.  T.  S.  Adams:  I  have  had  a  written  request  for  in- 
formation concerning  "  wheelage  taxes  in  cities."  We  are 
all  familiar  with  the  automobile  tax.  We  are  all  familiar 
with  the  license  taxes  on  vehicles.  I  think  the  question  is: 
has  any  city  or  any  state  developed  a  system  of  wheelage  taxes 
which  shall  be  more  or  less  automatic  in  its  application  to 
different  kinds  of  vehicles  and  the  amount  of  wear  and  tear 
15 
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on  the  streets?  Has  any  general  legislation  been  developed 
which  avoids  the  difficulty  of  imposing  a  specific  license  on 
automobiles  of  different  tonnage  or  different  weight,  or  dif- 
ferent horsepower;  has  any  city  or  state  a  tax  of  that  kind 
applicable  to  all  vehicles? 

Chairman  Leser  :  I  might  say  that  in  Baltimore  city  there 
is  an  arrangement  by  which  one-fifth  of  the  automobile  license 
tax  collected  by  the  state  is  paid  over  to  the  city. 

Mr.  Allan  C.  Girdwood  :  In  that  city  there  is  a  team  tax. 
A  one-horse  team  pays  a  certain  license  and  a  two-horse  team 
pays  a  larger  license. 

Ch-URMAn  Leser:  Dr.  Adams,  as  I  understand  it,  wanted 
to  know  whether  there  was  some  scheme  to  avoid  that. 

'Mr.  Francis  N.  Whitney  :  As  I  understand  it,  the  Doctor 
is  trying  to  ascertain  whether  there  is  any  statute  or  ordin- 
ance w^hich  provides  for  a  tax  based  on  the  use  of  highways. 

Mr.  Celsus  p.  Link,  of  Colorado:  In  Colorado  the  auto- 
mobile tax  is  based  upon  the  horsepower  of  the  machine. 

Chairman  Leser  :  I  have  heard  of  places  that  gauge  the  tax 
according  to  the  width  of  the  wheel,  the  wider  the  wheel  the 
greater  the  tax.  Professor  Brindley,  I  would  like  to  hear 
from  3'ou  on  your  troubles  in  Iowa. 

Prop.  J.  E.  Brindley,  of  Iowa :  You  have  reference  to  the 
tax  on  credits,  I  think,  the  operation  and  success  of  which 
have  been  widely  misunderstood.  In  the  first  place,  the  flat 
rate  on  credits  in  Iowa  is  administered  in  accordance  with  a 
decentralized  plan  which  prevails  in  a  number  of  states.  We 
have  no  tax  commission,  we  have  no  county  assessor  and  we 
have  no  co-ordination  of  machinery'.  The  consequence  is  we 
are  not  in  position  to  administer  that  law  or  any  other  law  as 
effectively  as  it  could  be  administered  with  centralized  machin- 
ery.    In  judging  of  the  merits  of  the  law  this  fact  should  be 
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taken  into  account.  In  the  second  place,  a  strenuous  effort  has 
been  made  in  Iowa  ever  since  the  law  was  adopted,  to  repeal 
it.  The  farmers  of  the  state  are  very  bitterly  opposed  to  it 
and  are  especially  strong  in  the  lower  house.  Now  there  is 
a  feeling  and  a  very  pronounced  feeling  that  this  tax  is  likely 
to  be  repealed,  and  that  factor  in  my  judgment  greatly  in- 
fluences the  listing.  Taxpayers  do  not  want  to  be  caught  with 
credits  in  case  the  law  is  repealed. 

The  third  point  is  that  which  I  referred  to  when  I  said 
the  law  has  been  misunderstood.  Prior  to  the  time  this  law 
was  passed,  the  accounting  was  of  such  a  character  that  bank 
stock  and  money  capital  in  competition  with  banks  were  fre- 
quently included  by  county  auditors  in  the  column  provided 
for  moneys  and  credits.  Since  the  passage  of  the  law  this 
has  not  been  done.  The  result  is  that  a  great  many  millions 
of  dollars  of  bank  stock,  for  instance,  and  money  capital  in 
competition  with  bank  stock,  which  were  formerly  listed  as 
moneys  and  credits,  are  now  excluded  from  that  column.  The 
figures  apparently  show  for  the  first  year  or  two  after  the  law 
took  effect,  a  decrease  in  the  assessment  of  moneys  and  credits, 
but  the  exact  opposite  is  in  fact  the  case.  I  want  to  make 
that  point  entirely  clear. 

In  my  opinion  the  flat  rate  law  is  if  anything  too  high.  The 
rate  is  five  mills.  There  may  be  difference  of  opinion  on  that 
point.  But  the  fact  that  we  have  no  centralized  administra- 
tion and  the  fact  that  there  has  been  a  strenuous  effort  to 
repeal  the  law  are  big  factors  in  the  problem.  Most  im- 
portant of  all  is  the  fact  that  millions  of  dollars,  formerly 
recorded  as  money  and  credits,  are  not  now  listed  in  that 
columns.  The  error  or  change  amounts  I  think  to  about 
fifty-six  millions  of  dollars.  So  it  has  been  heralded  over  the 
country  that  this  law  has  been  a  failure,  and  that  the  first 
year  or  two  showed  reduced  assessments,  when  as  a  matter  of 
fact  such  was  not  the  case.  I  intended  to  work  these  matters 
out  in  detail  for  the  Quarterly  Journal  of  Economics. 

Prof.  T.  S.  Adams  :  This  would  seem  to  be  an  appropriate 
time  to  introduce  a  portion  of  Professor  Seligman's  address 
omitted  last  evening,  the  portion  dealing  with  the  success  of 
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these  low-rate  classified  property  taxes.     If  there  is  uo  ob- 
jection I  will  read  those  sections  now. 

[Professor  Adams  then  read  those  paragraphs  of  President 
Seligman's  paper  now  published  on  pages  129-134  of  this 
volume.] 

Mr.  William  H.  Corbin,  of  Connecticut :  I  notice  that  Pro- 
fessor Seligman  emphasizes  the  fact  that  in  Maryland  the  re- 
sults were  unsatisfactory  in  spite  of  very  efficient  administra- 
tion in  Baltimore.  He  says  nothing  about  the  administration 
in  Connecticut,  but  does  say  that  the  amount  received  is 
inconsiderable.  Of  course  we  only  received  $257,000  from 
it  last  year,  but  he  evidently  has  not  been  reading  the  news- 
papers because  a  law  was  passed  by  this  legislature  which 
provides  that  when  the  inventories  of  the  estates  of  decedents 
are  filed  with  the  tax  commission,  the  administrator  must  file 
also  an  affidavit  setting  forth  the  items  in  the  inventory  on 
which  taxes  were  paid,  or  were  assessed  for  taxation  during  the 
year  previous  to  the  date  of  the  death  of  the  decedent.  I 
think  we  have  some  teeth  in  the  law  now,  and  the  owners  of 
securities  are  sitting  up  and  taking  notice.  If  the  proper 
taxes  have  not  been  paid,  the  law  provides  that  there  shall  be 
two  per  cent  per  annum  for  five  years  levied  upon  the  estate, 
which  will  be  a  ten  per  cent  penalty  tax ;  and  I  think  owners 
would  rather  pay  the  four-mills  tax  than  pay  a  ten  per  cent 
penalty,  for  a  period  of  five  years.  So  while  we  have  not 
had  any  teeth  in  the  law  before,  it  certainly  looks  as  if  we 
were  going  to  make  taxpayers  comply  with  it  now;  and  we 
have  been  receiving  under  the  voluntary  method  about 
$257,000  a  year,  which  is  certainly,  in  Connecticut,  worth 
finding. 

This  is  only  one  of  a  large  number  of  changes  made  by  the 
last  Connecticut  legislature  in  our  taxation  system.  I  would 
be  very  glad  indeed  to  enumerate  those  at  some  time.  I  do 
not  want  to  take  up  your  time  now;  but  I  do  feel  that  no 
state  after  the  adoption  of  the  original  constitution,  so  far  as 
my  reading  goes,  has  made  so  many  changes  and  put  so  many 
new  laws  relating  to  taxation  upon  the  statute  book,  as  the 
state  of  Connecticut  did  during  the  last  legislative  session. 
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Mr.  Allan  C.  Girdwood:  Professor  Seli^man  and  I  dis- 
cussed this  entire  matter  in  New  York  last  March,  but  I  prob- 
ably would  be  able  to  give  more  satisfactory  figures  now 
than  at  that  session.  Of  a  total  assessment  of  $725,000,000  in 
the  city  of  Baltimore,  $208,000,000  are  on  stocks  and  bonds, 
subject  to  a  thirty  cent  rate;  $90,000,000  represent  savings 
deposits  and  $55,000,000  domestic  shares  taxed  in  a  manner 
different  from  stocks  and  bonds  subject  to  the  thirty  cent  rate. 
Out  of  a  total  assessment  of  $172,000,000  in  Baltimore  County, 
$55,000,000  are  on  property  subject  to  the  thirty  cent  rate. 
Through  the  efforts  of  a  strongly  centralized  administration  the 
state  tax  commission  will  be  able  to  report  substantial  improve- 
ment throughout  the  state  of  Maryland.  Following  the  Con- 
necticut plan  of  imposing  a  penalty  on  escaped  property, 
Maryland  has  heretofore  endeavored  to  get  omitted  property, 
and  on  four  estates  in  one  of  our  counties  we  placed  an  as- 
sessment of  $260,000  for  four  years.  Perhaps  Maryland 
should  be  considered  the  pioneer  in  this  matter. 

Mr.  "William  H.  Corbin  :  I  would  like  to  say  that  no  shares 
of  stock  are  taxable  in  Connecticut,  and  our  income  from  the 
four-mills  tax  should  not  be  compared  with  that  of  states 
having  taxes  applicable  to  stock  as  well  as  bonds  and  choses  in 
action.  Another  thing  which  ought  to  be  considered  is  what 
is  being  collected  in  states  that  have  constitutional  provisions 
providing  that  the  same  rate  of  tax  shall  be  levied  on  all 
classes  of  personal  property.  How  much  are  such  states  get- 
ting from  choses  in  action  ?  Many  of  them  are  getting  prac- 
tically nothing.  I  think  that  in  the  coming  years  we  are 
going  to  get  a  very  large  amount  under  our  method. 

Prof.  J.  E.  Brindley:  In  Iowa  this  year  there  has  been  an 
increase  of  approximately  $50,000,000  in  the  listing  of  moneys 
and  credits,  according  to  the  statement  of  Mr.  A.  H.  Davison, 
secretary  of  the  executive  council.  Last  year  there  was  an 
increase  of  about  $25,000,000,  and  even  the  first  year  the  law 
took  effect,  if  you  make  a  proper  statistical  comparison,  you 
will  find  that  there  was  not  a  decrease  of  one  million  dollars 
as  Professor  Seligman  states,  but  an  increase  of  a  very  con- 
siderable amount. 
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Mr.  Samuel  Lord:  We  have  in  jMinnesota  a  low  rate  tax 
on  money  and  credits.  The  law  imposing  this  tax  does  not 
cover  credits  secured  by  mortgages  recorded  in  Minnesota.  A 
registry  tax  is  paid  on  such  mortgages  and  the  notes  secured 
thereby  are  exempt  from  taxation.  Neither  does  the  law  in- 
clude shares  of  stock  in  foreign  corporations  the  property  of 
which  is  not  assessed  and  taxed  in  Minnesota.  Such  prop- 
erty is  supposed  to  be  taxed  in  the  same  manner  and  at  the 
same  rate  as  the  great  mass  of  personal  property.  The  law 
simply  includes  money  on  hand  and  on  deposit,  promissory 
notes,  book  accounts,  and  other  choses  in  action.  It  is  popu- 
larly known  as  the  "  money  and  credit  "  tax  and  the  rate  is 
3  mills  on  the  dollar  per  annum.  In  1910,  the  year  preceding 
the  adoption  of  this  law,  the  number  of  persons  assessed  for 
"  money  and  credits  "  in  Minnesota  was  6,200,  principally 
widows  and  orphans  and  the  owners  of  property  held  in  es- 
tates. The  total  assessment  of  this  class  of  property  in  1910 
was  $13,919,806,  a  large  part  of  which  was  not  money  and 
credits  at  all  but  was  other  personal  property  thrown  into  the 
item  of  money  and  credits  by  an  arrangement  between  the 
property  owners  and  assessors,  so  that  as  a  matter  of  fact  the 
total  assessment  was  not  nearly  so  large  as  I  have  stated.  The 
total  revenue  derived  from  the  taxation  of  this  class  of  prop- 
erty in  1910,  in  round  figures,  was  $379,000.  In  1911,  the 
year  the  ' '  money  and  credit  ' '  tax  law  took  effect,  more  than 
41,000  people  were  assessed  for  this  class  of  property.  In 
1912  there  were  50,000,  in  1913,  57,000,  and  in  1914,  73,000. 
In  other  words  we  had  73,000  people  pajdng  taxes  on  money 
and  credits  in  1914  where  only  6200  were  paying  on  such 
property  in  1910;  so  that  the  number  of  people  contributing 
to  the  revenue  of  the  state  from  this  source,  you  see,  has  been 
multiplied  several  times  since  this  law  took  effect. 

In  1914  the  revenue  derived  from  this  tax  was  $589,644.92, 
an  increase  of  more  than  $200,000  over  the  amount  secured 
under  the  old  system  of  taxation.  Now,  personally,  I  doubt 
very  much  the  wisdom  of  attempting  to  tax  money,  credits, 
and  stocks  at  all.  They  can  hardly  be  regarded  as  property ; 
usually  they  are  only  the  paper  evidence  of  ownership  in 
property.     But  however  this  may  be,  few  state  constitutions 
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with  which  I  am  familiar  permit  the  exemption  of  this  class 
of  property.  In  most  states  it  is  necessary  to  tax  such  prop- 
erty on  some  basis.  We  are  satisfied  in  Minnesota  that  our 
low  rate  tax  is  a  great  improvement  over  old  conditions. 
Personally  I  would  like  to  see  shares  of  stock  in  foreign  cor- 
porations (when  the  property  of  such  corporations  is  not  as- 
sessed and  taxed  in  the  state)  included  with  money  and 
credits  in  this  law,  because  as  conditions  are  to-day  we  are 
receiving  practically  no  tax  on  this  class  of  property  and 
there  are  millions  upon  millions  of  dollars  of  it  owned  in  the 
state.  We  are  satisfied  if  this  low  rate  tax  was  applied  also 
to  taxable  stocks  we  would  not  only  receive  $589,000  in  revenue 
from  this  source,  but  we  would  probably  receive  three  or  four 
times  that  amount,  so  I  am  unable  to  agree  with  Professor 
Seligman  that  the  low  rate  tax  is  not  an  improvement  so  far 
as  Minnesota  is  concerned.  We  know,  of  course,  that  we  are 
getting  only  a  small  part  of  the  money  and  credits  owned  in 
the  state  on  the  tax  rolls ;  probably  less  than  one-third.  If  my 
memory  serves  me  right  the  total  amount  of  such  property  on 
the  assessment  rolls  in  1914  did  not  equal  more  than  46  or  47 
per  cent  of  the  money  actually  in  deposit  in  the  banks  of  the 
state.  Nevertheless,  the  outlook,  as  we  have  shown,  has  grown 
brighter  each  year  since  the  law  took  effect,  and  after  four 
years  of  trial  we  are  convinced  that  the  enactment  of  the  law 
was  a  step  forward  and  not  backward. 

]\Ir.  Francis  N.  Whitney  :  Many  of  those  present  are  aware 
that  this  year  a  movement  of  this  character  was  started  in 
New  York.  The  gentlemen  who  are  on  the  executive  com- 
mittee of  the  National  Tax  Association  know  we  had  a  bill  that 
proposed  this  year  to  tax  intangibles  in  New  York,  and  at 
only  two  and  one-half  mills.  Judge  Mahoney  of  Rhode  Island 
one  time  said  that  an  attempt  to  abolish  the  local  assessor  in 
a  New  England  town  would  raise  a  storm  that  would  make 
the  present  war  in  Europe  look  like  an  opera  bouffe.  Well, 
we  had  the  same  storm  in  New  York  this  year.  The  bill  as 
introduced  was  drawn  by  a  committee  and  submitted  to  the 
New  York  Legislature  and  it  provided  for  a  tax  on  shares  in 
foreign  corporations,  as  well  as  other  intangibles.     It  did  not 
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include  a  tax  on  shares  in  domestic  corporations  in  the  hands 
of  the  owner,  because  the  so-called  franchise  tax  provision  of 
the  tax  laws  of  New  York  (Section  182)  requires  every  cor- 
poration to  pay  to  the  state  a  tax  based  upon  the  amount  of 
capital  employed  in  the  state.  Of  course,  we  have  many  addi- 
tional taxes.  In  New  York  we  have  no  comprehensive  scheme. 
It  is  simply  the  result  of  a  building-up  and  adding-to  an  old 
system.  "When  we  had  the  hearing  before  the  legislative  com- 
mittee at  Albany,  Mr.  Paul  D.  Cravath,  former  Attorney 
General  Wickersham,  Francis  L.  Stetson,  and  many  other 
well-known  members  of  the  New  York  bar  were  present  in 
force  and  opposed  any  tax  on  intangibles.  The  reason  given 
was  that  it  would  drive  out  of  New  York  all  the  capital,  that 
it  would  ruin  New  York  City  as  a  money  center,  and  that 
New  York  would  go  backward  to  nothing  but  an  arid  waste  if 
attempt  was  made  to  tax  intangibles.  At  the  hearing  Mr. 
Cravath  suggested  that  a  committee  of  the  legislature  should 
be  appointed  to  investigate.  Investigation  means  do  nothing, 
as  Professor  Seligman  well  knows,  because  he  was  right  in 
the  midst  of  the  discussion  this  year  and  knew  that  the  pro- 
position received  very  substantial  opposition.  In  fact,  the 
opposition  was  strong  enough  to  have  the  bill  killed  in  the 
legislature.  At  the  same  time,  effort  was  made  to  abolish  the 
secured  debts  tax.  I  suppose  you  gentlemen  here  are  familiar 
with  that.  It  is  a  once-for-all  tax  of  one-half  of  one  per  cent 
on  the  face  value  of  certain  securities,  debenture  bonds,  for- 
eign mortgage  bonds,  notes  of  a  series,  etc.  The  secured  debts 
law  does  not  include  mortgage  bonds.  At  the  hearing  it  was 
claimed  that  the  secured  debts  law  was  a  contract  between  the 
state  and  the  individual  who  had  registered  his  debt.  At  the 
hearing  I  asked  ]\'Ir.  Cravath  whether  he  considered  it  a  con- 
tract. He  could  not  say  yes,  and  he  would  not  say  no,  and  as 
I  thought  he  would  do,  simply  remarked  * '  there  is  some  ques- 
tion about  it,"  "We  have  millions,  of  course,  of  this  intan- 
gible property  in  New  York,  as  you  all  know,  and  these 
millions  are  not  being  taxed  at  all. 

Mr.  Zenas  W.  Bliss,  of  Rhode  Island :  In  regard  to  the  low 
rate  on  intangibles  in  Rhode  Island,  I  should  like  to  say  a 
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word.  In  the  paragraph  quoted  in  part  by  Professor  Selig- 
man  from  the  report  of  the  commission,  there  is  set  forth  the 
improvement  made  in  both  local  and  state  assessments  under 
the  low-rate  system.  At  the  end  of  this  statement,  if  I  re- 
member correctly,  (it  was  written  three  or  four  years  ago)  I 
said  that  aside  from  the  initial  good  effects  the  improvement 
was  likely  to  be  progressive  and  to  go  on  and  be  better  and 
better  every  year.     Experience  has  shown  that  to  be  the  case. 

I  should  like  to  state  to  the  conference  just  what  occurred 
when  this  low-rate  system  was  adopted.  Before  its  adoption 
we  had  the  old  general  property  tax,  with  no  centralization 
whatever;  and  intangibles  practically  escaped  taxation.  The 
highest  estimate  of  assessed  intangibles  given  by  an  assessor 
in  the  state  was  thirty  per  cent  of  the  total  personal  property 
assessment.  That  would  be  equivalent  to  a  local  assessment 
on  intangibles  of  about  thirty  millions  of  dollars.  My  priv- 
ate opinion  is  that  this  estimate  was  grossly  excessive,  and  that 
the  proper  figure  was  probably  not  more  than  fifteen  or  twenty 
millions.  Under  the  new  system,  savings  accounts,  locally 
taxable  before,  were  made  exempt.  That  took  way  from  the 
local  assessors  about  $139,000,000  which  formerly  was  liable 
to  local  taxation.  A  considerable  part  of  the  fifteen,  twenty 
or  thirty  millions  of  locally  assessed  intangibles,  which  I  just 
mentioned,  was  made  up  of  the  assessment  on  savings  accounts. 
The  assessors  could  get  at  this  from  the  probate  records. 
These  deposits  had  already  paid  a  tax  of  four  mills  to  the 
state.  The  corporate  excess  and  gross-earnings  taxes,  with 
the  tax  on  banks  and  trust  companies,  removed  from  local 
assessment  more  than  $350,000,000  worth  of  securities,  as  the 
securities  of  corporations  liable  to  these  taxes  are  now  exempt 
from  local  taxation. 

I  dislike  calling  attention  to  the  fact  that  Ehode  Island  is 
a  small  state,  but  in  considering  these  figures  you  must  re- 
member that  Rhode  Island  is  about  the  size  of  an  ordinary 
county,  I  understand,  in  California;  and  against  the  two  or 
three  billions  which  Mr.  Whitney  talks  about,  the  figures  for 
Rhode  Island  seem  small.  But  when  we  remember  the  com- 
parative size  of  Rhode  Island  the  figures  will  take  on  their 
proper  significance.     In  spite  of  the  fact  that  all  these  se- 
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curities  were  exempted  from  local  taxation,  we  have  in- 
creased our  local  assessment  from  twenty  or  thirty  millions 
to  one  hundred  and  twenty-four  millions.  So  far  as  revenue 
is  concerned,  our  state  revenue  has  increased  about  $800,000 
or  a  little  more,  and  our  local  revenue  about  $450,000  or 
more,  so  that  our  total  revenue  has  increased  one  and  one- 
quarter  million  doUars  under  the  low-rate  tax.  And  this  has 
been  accomplished  with  a  reduction  of  nine-tenths  of  a  mill 
in  our  direct  state  tax.  Our  direct  state  tax  was  1.8  mills. 
The  average  rate  of  taxation  in  1912  under  the  general  prop- 
erty tax  was  14.76  mills.  So  that  our  local  revenues  were 
increased  $450,000  with  a  reduction  of  more  than  ten  mills  in 
the  rate  on  intangibles  and  our  state  revenue  has  increased 
$850,000  with  a  reduction  in  the  direct  state  tax  of  nine- 
tenths  of  a  mill.  How  Professor  Seligman  arrives  at  his  con- 
clusion in  regard  to  the  operation  of  the  low  rate  in  Rhode 
Island  is  somewhat  difficult  for  me  to  understand. 

Mr.  William  B.  Fellows,  of  New  Hampshire :  If  there  is 
any  gentleman  here  from  the  state  of  Washington,  I  would 
like  to  hear  from  him  about  the  law  there.  I  understand  that 
they  have  reached  the  correct  solution  of  this  problem,  which 
is  to  have  no  taxation  whatever  on  intangibles.  They  do  not 
penalize  a  man  for  living  there  and  having  his  property  else- 
where.    How  that  law  operates  I  for  one  would  like  to  hear. 

Mr.  J.  W.  Brislawn,  of  Washington :  I  am  very  glad  in- 
deed to  hear  the  gentleman  say  that  Washington  has  arrived 
at  a  correct  solution  of  any  tax  problem.  The  Washington 
law  with  reference  to  the  taxation  of  intangibles  briefly  stated 
is:  by  the  statute  we  exempt  from  taxation  notes,  mortgages, 
moneys  and  credits.  The  supreme  court  in  the  case  of  Wolf 
vs.  Parmentier,  in  which  the  constitutionality  of  that  statute 
was  tested,  decided  that  moneys  could  not  be  exempted  from 
taxation  under  our  constitution,  that  only  public  and  quasi- 
public  property  could  be  exempted.  Monej^s  are  not  exempt. 
But  intangibles  other  than  money — which  are  not  property  in 
the  view  of  our  court  but  merely  represent  property — are 
held  to  be  properly  exempt.     The  result  is  that  we  get  no 
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money  on  the  tax  rolls  in  the  state  of  Washington,  Money 
cannot  be  put  upon  the  tax  rolls  in  our  judgment,  based  on 
our  own  experience  and  the  experience  of  other  states,  when 
it  is  taxed  at  the  same  rate  that  other  property  is  taxed  and 
when  that  rate  would  be  high  enough  to  confiscate  at  least 
one-half  the  return  that  might  be  earned  on  the  money  at  a 
fair  rate  of  interest.  As  a  previous  tax  commissioner  said, 
the  taxation  of  money  in  the  state  of  Washington  is  a  little 
more  honored  in  the  breach  than  in  the  observance.  So  I 
cannot  take  the  view,  which  I  would  like  indeed  to  be  able  to 
do,  that  our  state  has  arrived  at  a  correct  solution  of  this 
problem. 

For  this  reason  we  only  have  personal  property  at  about 
fourteen  and  one-half  per  cent  of  the  total  property  assessment 
in  the  state  of  Washington,  leaving  as  you  see,  eighty-five  per 
cent  and  a  little  more  of  the  tax  burden  resting  upon  real 
estate.  That  of  course  is  a  very  small  proportion  for  per- 
sonal property  to  pay.  The  tax  commission  in  the  state  of 
Washington  recommended  to  the  last  legislature  with  the 
approval  of  the  governor  a  constitutional  amendment  that 
would  permit  us  to  classify  property,  at  least  insofar  as 
moneys  and  intangibles  are  concerned,  and  to  levy  a  flat  rate 
upon  those  classes.  Lincoln  County — which  is  a  county  of 
175,000  people — had  upon  the  tax  rolls  two  years  ago  $65,000 
in  money.  That  county  had  more  money  on  its  tax  rolls 
than  any  other  county  in  the  state  of  Washington.  There  are 
thirty-nine  counties  and  you  can  figure  out  for  yourselves 
how  much  money  we  had  assessed.  At  the  same  time  the 
banks  in  Lincoln  County  probably  were  showing  deposits 
aggregating  a  million  or  two  at  least. 

Mr.  E.  B.  Howard,  of  Oklahoma:  Our  state,  on  this  ques- 
tion, is  about  in  the  position  that  one  of  the  county  assessors 
was  in  one  of  our  wealthiest  counties.  He  searched  it  with  a 
fine-tooth  comb  and  found  therein  one  diamond.  On  the  first 
of  January,  1914,  the  banks  of  Oklahoma,  according  to  the 
reports  of  the  bank  commissioner,  contained  $136,000,000  in 
deposits.  Our  assessors  found  for  taxation  purposes  $5,- 
000,000.     We  had  an  ambitious  prosecuting  attorney  at  the 
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capital,  and  he  had  a  grand  jury  in  session.  Under  our 
system  you  must  make  oath  to  your  assessments.  He  started 
in  to  make  an  investigation  by  issuing  a  subpoena  against 
every  man  in  the  county;  but  instead  of  getting  them  in  be- 
fore the  grand  jury  he  almost  caused  a  riot  in  the  state  of 
Oklahoma.  Pressure  was  brought  to  bear  and  those  subpoenas 
were  never  enforced.  Wliat  I  want  to  know  is  how  you  folks 
who  have  this  flat  rate  manage  to  enforce  the  law.  With  us 
the  old  miser  who  has  $80,000  in  the  bank  on  the  last  day  of 
January — and  tax  returning  time  is  the  first  day  of  February 
— simply  goes  down  to  his  bank  and  buys  Kansas  City  ex- 
change for  that  $80,000,  puts  it  in  his  pocket  until  he  has 
reported  to  the  county  assessor,  and  then  goes  back  and  re- 
deposits.  What  I  am  trying  to  get  at  is  how  you  solve  that 
problem;  and  I  will  thank  you  if  you  will  show  me  how  we 
can  put  money  on  the  tax  rolls  in  my  o-wti  county — Tulsa 
County — where  the  banks  show  deposits  of  $11,000,000  and 
the  county  assessor  finds  only  $200,000. 

Chairmajst  Leser:  "Very  often  comparison  is  made  between 
the  amount  of  deposits  in  the  banks  and  the  amount  assessed, 
without  taking  into  account  the  large  amount  of  bank  deposits 
that  are  not  subject  to  taxation  under  the  particular  law.  For 
instance,  in  Maryland  bank  deposits  that  pay  no  interest  are 
exempt  from  taxation.  There  is  a  question  now  in  court 
whether  all  bank  deposits  are  not  exempt  from  taxation,  but 
clearly  under  the  security-tax  law  bank  deposits  not  bearing 
interest  are  exempt.  In  the  next  place  all  bank  deposits 
owned  by  non-residents  of  the  state  are  beyond  the  taxing 
power  of  the  state.  In  the  next  place  all  the  bank  deposits 
belonging  to  other  banks  or  other  corporations  which  are 
themselves  taxed  on  their  own  shares  of  capital  stock,  are 
exempt  from  taxation.  Also  those  belonging  to  cities  are 
exempt.  I  think  when  j'ou  take  all  that  into  account  and  the 
large  number  of  similar  items  that  cannot  be  reached  under 
ordinary  methods  of  administration,  that  it  will  make  a  big 
difference  in  the  significance  of  the  comparison.  It  has  been 
brought  out  also  that  credits  at  least  to  some  extent  are 
exempt.     Although  I  may  be  mistaken,  I  believe  in  Idaho  that 
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is  the  law,  and  I  know  that  in  the  state  of  Delaware  and  the 
District  of  Columbia  credits  are  exempt  from  taxation.  Many- 
persons  in  dealing  with  the  figures  of  the  low-rate  tax,  do  not 
take  into  account  the  particular  things  that  are  not  covered 
under  particular  laws;  just  as  Mr.  Corbin  brought  out  that 
in  Connecticut  they  include  only  choses  in  action  and  not 
shares  in  foreign  corporations ;  so  in  Minnesota,  the  law  does 
not  include  shares  of  corporations.  On  the  other  hand,  in 
Minnesota  it  includes  book  accounts  and  in  Maryland  it  does 
not  include  book  accounts.  We  do  not  tax  the  book  accounts 
of  any  merchant.  Also  in  Maryland  it  does  not  include 
mortgages  where,  on  the  other  hand,  in  Pennsylvania  it  does 
include  mortgages.  We  do  not  tax  mortgages.  And  as  I  said 
before  we  do  not  tax  any  non-productive  securities  or  credits. 
It  is  a  fallacy  to  make  a  rough  comparison  without  knowing  all 
these  things,  and  when  you  boil  it  down  and  try  to  find  out 
how  many  hundred  millions  of  property  are  legally  exempt 
from  this  tax  in  our  state,  I  think  you  will  conclude  that  $210,- 
000,000  in  our  city  is  a  fair  amount  of  such  property  to  get 
on  the  books. 

Mr.  E.  H.  Wolcott:  You  say  you  do  not  tax  unproductive 
securities.  Suppose  you  had  an  investment  where  the  taxes 
took  all  the  income.     Would  they  be  unproductive  then  ? 

Chairman  Leser:  We  have  no  such  investments. 

Mr.  E.  H.  Wolcott:  We  have  known  such  conditions. 

Chairman  Leser  :  You  have  a  general  property  rate  which 
is  sometimes  as  high  as  three  per  cent? 

Mr.  E.  H.  Wolcott:  Five  ninety-two.  Five  per  cent — that 
takes  the  entire  income. 

Chairman  Leser  :  If  we  should  have  a  bond  to  assess  that 
bore  so  low  a  rate  of  interest  as  two  per  cent,  we  would 
assess  it  at  market  value,  and  the  market  value  would  reflect 
the  small  earning  power.     The  proportion  the  two  per  cent 
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bond  would  pay  would  not  be  any  larger  than  that  which  the 
eight  per  cent  bond  would  pay  because  the  assessment  in  each 
case  is  at  market  value. 

Mr.  J.  F.  ZoLLER:  I  think  some  confusion  results  from  the 
fact  that  bank  accounts  are  not  always  considered  intangible 
property.  I  believe  the  law  is  that  when  a  deposit  is  made 
in  the  bank  the  bank  simply  owes  the  depositor  so  much 
money,  and  it  is  a  credit  the  same  as  a  book  account.  If  a 
corporation  or  an  individual  of  a  certain  state  sends  money 
into  another  state  to  be  deposited  for  safe  keeping,  the  state 
in  which  that  money  is  deposited  has  no  jurisdiction  under 
the  decision  of  the  United  States  Supreme  Court  to  tax  that 
bank  account.  If  it  is  taxable  at  all  it  is  taxable  at  the  domi- 
cile of  the  owner  of  the  credit.  Jurisdiction  of  the  debtor, 
as  I  understand  it,  never  gave  a  taxing  locality  power  to  tax 
the  debt,  although  money  which  goes  into  a  bank  from  busi- 
ness arising  in  that  locality,  is  taxable  there. 

Chairman  Leser:  I  believe  there  is  a  New  Orleans  case 
deciding  that  where  notes  are  held  physically  by  an  agent  in 
the  state,  they  can  be  taxed. 

Prop.  T.  S.  Adams:  My  information  is  that  the  most  suc- 
cessful taxation  of  money  in  banks  is  in  Vermont.  If  there 
is  a  representative  here  from  Vermont  I  hope  he  will  tell 
us  about  the  Vermont  law. 

Mr.  Wm.  H.  Corbin  :  Vermont  adopted  a  law  two  or  three 
years  ago  which  provided  for  the  taxation  of  savings  deposits 
to  the  banks,  exempting  the  depositors;  and  "  permitted  " 
national  banks  to  come  in  under  the  law.  If  the  bank  pays, 
the  depositor  is  exempt,  and  the  rate  is  lower  on  the  banks 
than  it  is  on  the  individual  depositors.  If  one  bank  assumes 
this  tax,  others  are  more  or  less  forced  to  follow  suit,  if  they 
expect  to  keep  their  savings  deposits.  That  law  was  taken 
to  the  United  States  Supreme  Court  and  the  court  upheld  the 
Vermont  law.  Now  in  Connecticut  this  last  j^ear  the  legis- 
lature adopted  a  similar  law  which  provides  a  permissive 
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system  of  taxation  of  deposits  in  the  savings  departments  of 
national  banks;  but  the  compulsory  part  of  the  law  which 
has  not  yet  been  tested  in  court,  is  that  the  national  banks 
having  savings  deposit  departments  must  submit — if  they  do 
not  wish  to  come  under  the  permissive  system — must  submit 
to  the  assessors  in  the  different  towns  a  list  of  the  depositors 
in  their  departments,  with  the  amounts;  and  the  assessors 
are  then  supposed  to  add  to  the  list  for  purposes  of  taxation 
any  amounts  which  appear  on  the  list  furnished  by  the  banks, 
but  are  not  showTi  upon  the  individual  lists  of  the  taxpayers. 
So  the  idea  is,  and  the  change  goes  into  effect  this  August, 
that  all  of  the  national  banks  in  Connecticut  having  savings 
deposits  will  prefer  to  pay  this  small  tax  of  one-quarter  of 
one  per  cent  on  the  deposits  in  their  savings  departments,  and 
thus  exempt  the  depositors  locally.  In  that  way  they  will  be 
able  to  advertise  that  they  are  on  the  same  basis  as  savings 
banks,  which  do  pay  one-quarter  of  one  per  cent  on  their 
deposits,  with  certain  deductions,  and  whose  depositors  are 
exempt.  In  Connecticut  deposits  in  the  commercial  depart- 
ments of  a  national  bank  are  taxable  to  the  individual  de- 
positors if  they  can  be  ascertained.  Of  course  a  very  small 
proportion  of  the  aggregate  of  such  deposits  is  listed  for 
taxation.  But  some  individuals  and  some  firms  and  corpor- 
ations take  out  certificates  of  deposit,  which  are  considered 
choses-in-action,  and  pay  the  four-mills  tax  to  the  state  treas- 
urer upon  the  amount  or  balance  in  the  bank  on  the  taxing 
date.  This  exempts  such  intangible  property,  as  we  call  it  in 
Connecticut,  from  all  local  taxation. 

Ch-VIrman  Leser  :  I  think  this  is  a  very  interesting  dis- 
closure. It  might  be  well  to  add  this  much,  if  I  may,  in  ex- 
planation of  what  you  have  to  deal  with,  in  the  case  of  national 
banks.  It  seems  to  be  little  understood  that  you  cannot  tax 
a  national  bank  on  any  of  its  property  except  its  real  property. 
The  federal  law  particularly  and  expressly  forbids  the  direct 
taxation  of  a  national  bank  on  anything  but  its  real  estate; 
it  also  aUows  the  shareholders  of  the  bank  to  be  taxed  on  their 
shares,  vnth  the  further  limitation  that  you  cannot  tax  the 
shares  of  a  bank  that  is  not  in  your  state.     It  is  possible  in 
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some  states  to  tax  banks  on  deposits.  It  is  possible  under  our 
system  if  we  make  it  a  franchise  tax  and  that  is  the  way  we 
tax  savings  banks — we  impose  a  franchise  tax  of  one-quarter 
of  one  per  cent,  measured  by  the  amount  of  the  savings  de- 
posits. The  tax  is  paid  in  one  sum  by  the  bank  and  three- 
quarters  of  the  revenue  is  paid  to  the  locality  and  one-quarter 
paid  to  the  state.  There  are  no  deductions  allowed  and  the 
tax  has  worked  very  successfully,  producing  a  large  revenue 
and  in  every  way  meeting  all  requirements.  In  other  states 
where  they  have  higher  rates  and  allow  deductions,  it  comes  to 
the  same  thing  because  the  bank  will  invest  in  certain  things 
to  lower  the  tax.  But  you  cannot  reach  the  deposits  of  a 
national  bank  in  that  way.  You  are  not  permitted  to  do  that. 
I  believe  there  is  in  California  a  flat  decision  to  the  effect 
that  the  franchise  of  a  national  bank  cannot  be  taxed  under 
state  law.  They  reach  the  deposits  in  Connecticut,  and  that  is 
a  very  interesting  experiment,  by  giving  the  bank  an  option. 
They  say  this  to  the  bank:  if  you  will  voluntarily  assume  to 
pay  this  like  the  state  banks,  we  will  relieve  your  individual 
depositors  from  the  annoyance  of  being  taxed  at  the  full  local 
rates  on  their  holdings.  And  I  think  it  is  a  fair  prediction 
that  the  national  banks  will  come  in  on  that  system. 

Prof.  T.  S.  Adams:  I  want  to  ask  the  permission  of  this 
body  to  have  Mr.  "Wolcott  of  Indiana  place  in  the  record  a  brief 
statement  of  the  effect  of  the  energetic  taxation  of  moneys  and 
credits  at  the  full  rate  in  Indiana. 

Mr.  E.  H.  Wolcott:  That  will  all  be  brought  out  in  my 
paper  to  be  read  to-morrow. 

Mr.  William  H.  Corbin  :  In  view  of  what  Dr.  Adams  has 
just  said,  it  seems  to  me  there  are  some  quotations  from  a 
pamphlet  entitled  "  The  Intent  and  Operation  of  the  Tax 
Laws  of  Massachusetts,"  prepared  by  the  tax  commissioner, 
which  should  be  written  into  our  record. 

This  is  a  situation  confronting  all  or  nearly  all  boards  of  assessors  to 
such  an  extent  that  not  much  doomage  is  used  against  those  owners  of 
considerable  amounts  of  property  who  can  easily  change  domicile.     It 
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has  been  already  stated  and  sufficiently  shown  that  a  complete  enforce- 
ment of  our  tax  laws  in  all  municipalities  throughout  the  state  would  not 
reduce  the  inequality  of  taxation  as  between  the  various  municipalities 
but  would  tend  rather  to  increase  this  inequality  and  disproportion. 
Thus  the  tendency  of  property  owners  to  remove  from  places  where  the 
tax  rate  is  high  and  to  settle  in  other  places  where  the  tax  rate  is  lower 
would  be  increased  rather  than  decreased  by  an  enforcement  of  the  statute. 
There  also  exists  another  factor  which  must  not  be  lost  sight  of. 
This  is  the  possibility  of  removal  of  residents  of  Massachusetts  en- 
tirely from  this  state  to  another.  This  is  much  emphasized,  and  I  am 
satisfied  that  within  the  last  few  months,  comparatively  speaking,  it 
has  been  much  resorted  to,  either  by  actual  change  of  domicile  or  else 
by  the  creation  of  trusts  under  which  property  is  held  by  trustees,  either 
natural  persons  or  corporations,  located  entirely  outside  of  Massachusetts. 
It  is  entirely  possible  to  create  such  trusts  so  as  to  avoid  all  taxation 
in  this  commonwealth.  I  am  satisfied  that  this  practice  has  been  re- 
sorted to  in  a  number  of  large  cases  in  the  immediate  past,  and  that  it  is 
likely  to  be  resorted  to  much  more  in  the  future  unless  a  material 
modification  in  our  system  of  taxation  is  quickly  adopted.  It  is  to  be 
observed  that  in  Rhode  Island  and  Connecticut,  securities,  credits  and 
cash  are  fully  taxed  according  to  law  if  they  pay  a  tax  at  the  rate  of 
$4  on  a  thousand.  In  New  York  State  the  taxation  is  even  less.  New 
Hampshire,  apparently,  is  about  to  pass  a  statute  which  provides  for  the 
exemption  of  property  of  these  classes  and  the  taxation  of  its  income  only 
at  the  rate  of  taxation  prevailing  in  the  various  cities  and  towns.  If 
this  act  becomes  a  law  in  New  Hampshire  there  will  result  a  rate  of 
taxation  which  will  amount  to  substantially  $1  on  the  thousand  of  capital 
value,  as  compared  with  our  rates  of  $20  or  even  more.  The  state  of 
Maine  has  already  modified  its  constitution  and  is  apparently  about  to 
adopt  a  statute  which  allows  for  the  taxation  of  credits  and  securities 
at  rates  other  than  those  applying  to  the  balance  of  the  taxable  property 
of  the  state.  With  Massachusetts  surrounded  by  these  conditions,  and 
possibilities  of  legal  domicile  under  other  jurisdictions  in  accordance 
with  which  it  will  not  be  necessary  to  remove  business  or  actual  resi- 
dence from  Massachusetts  to  any  great  extent,  it  is  scarcely  to  be  con- 
ceived that  persons  of  property  will  continue  to  reside  here  and  pay 
$16  or  $18  or  $20  per  thousand  upon  their  securities;  rather  will  they 
go  to  Rhode  Island  or  Connecticut  and  pay  $4,  in  New  York  even  less, 
in  New  Hampshire  perhaps  $1,  or  in  Maine  some  small  amount  not  yet 
actually  determined  by  statute.  . 

Mr.  Charles  A.  Andrews  :  This  pamphlet,  copies  of  which 
are  on  the  table  outside,  contains  several  suggestions  and  a 
good  deal  of  information  which  may  be  of  interest  to  the 
delegates  here.  I  had  a  number  of  them  sent  on  for  dis- 
tribution at  this  meeting. 
16 
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Now  may  I  recite  very  briefly  a  very  interesting  experiment 
that  Massachusetts  has  just  tried.  "We  have  a  cast-iron  con- 
stitution which  prohibits  us  from  making  any  distinction  be- 
tween classes  of  property  in  matters  of  taxation.  By  an  act 
of  1914  the  legislature  provided,  however,  that  mortgage  bonds 
might  be  registered  with  the  tax  commissioner  upon  payment 
of  a  fee  of  three  dollars  a  thousand,  and  the  bonds  be  exempted 
from  local  taxation  for  a  year  after  the  date  of  registration. 
That  was  put  on  as  an  experiment.  There  was  grave  doubt 
as  to  whether  it  was  constitutional,  but  yet  in  the  three  months 
of  January,  February  and  March,  1915,  $27,000,000  worth  of 
bonds  were  brought  into  our  office  and  registered,  the  three 
dollars  tax  was  paid,  and  the  certificate  of  the  tax  commissioner 
attached  to  each  bond  stating  that  the  registration  fee  had  been 
paid  and  that  the  bond  was  exempt  from  all  local  and  state 
taxation  for  one  year  from  date.  $27,000,000  came  in  and 
were  registered,  and  that  despite  the  fact  that  many  people 
believe  the  registration  act  unconstitutional.  Of  course  re- 
gistration stopped  on  the  first  day  of  April,  because  there  was 
no  good  of  registering  on  the  second  or  third  day  of  April  to 
get  a  tax  exemption  working  on  the  first  of  April  1916.  If 
it  is  resumed,  it  will  be  resumed  in  January,  February  and 
March  of  next  year;  but  in  the  meantime  the  legislature  of 
Massachusetts  asked  certain  questions  of  the  supreme  court 
of  Massachusetts  in  May,  1915,  and  those  questions  in  part 
related  to  the  principle  of  exemption  by  registration.  The 
court  in  its  reply  to  those  questions  said  practically  that  the 
exemption  of  property  from  taxation  by  registering  it  and 
paying  a  small  fee,  is  no  good  in  Massachusetts. 

The  registration  act  of  1914  is  still  in  force.  It  has  not 
been  declared  unconstitutional.  It  is  still  law.  But  the  court 
has  already  said  in  reply  to  questions  that  that  principle  of 
registration  and  exemption  which  follows  is  no  good  in  Massa- 
chusetts. It  probably  will  result  therefore  that  in  next  Janu- 
ary, February  and  March  there  "wdll  not  be  presented  $27,- 
000,000  worth  or  any  other  appreciable  amount  of  securities. 
This  brings  us  squarely  up  to  the  point  that  if  we  are  going 
to  have  any  reasonable '  taxation  of  securities  in  Massachu- 
setts we  can  have  it  only  by  constitutional  amendment.     The 
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constitutional  amendment  to  allow  the  imposition  of  an  income 
tax  and  the  exemption  of  classes  of  property  from  taxation^ 
upon  its  capital  value,  is  submitted  to  the  people  and  will  be 
voted  upon  next  fall.  But  until  some  constitutional  amend- 
ment is  adopted,  we  are  satisfied  that  we  cannot  do  anything 
by  registration  or  otherwise,  that  will  give  us  a  reasonable 
system  of  taxation  for  intangibles. 

Mr.  Wallace  McClure,  of  Tennessee :  Before  we  pass  from 
the  present  subject,  I  would  like  to  say  it  seems  to  me  that  the 
critics  of  Professor  Seligman  fail  to  see  the  precise  line  of 
his  criticism  of  the  flat  rate  tax.  Of  course  he  did  mean  and 
did  say  that  this  tax  has  not  proved  a  great  success  financially 
from  the  point  of  view  of  revenue  to  the  state.  His  chief 
criticism  of  it,  as  I  understood,  was  that  it  has  not  succeeded 
in  what  it  proposed  to  do  from  the  first,  namely,  to  put  on  the 
tax  books  all  the  property  which  it  made  liable  to  taxation. 
No  critic  of  Professor  Seligman  has  attempted  to  say  that  it 
did  succeed  in  this  line.  In  fact  the  gentleman  from  Minne- 
sota who  gave  the  best  defense  of  the  law,  from  the  point  of 
view  of  revenue,  himself  specifically  confessed  that  it  had 
failed  in  this  respect. 

Chairman  Leser:  Professor  Plehn  is  unavoidably  absent. 
He  regrets  he  must  be  at  Berkeley  to  meet  the  delegation  of 
the  American  Economic  Association.  He  realizes,  however, 
that  we  are  going  to  take  some  liberties  with  his  opinions  and 
there  will  therefore  be  no  impropriety  in  discussing  them  in 
Professor  Plehn 's  absence. 

Mr.  Dudley  Gates,  of  California :  It  might  be  confusing  to 
future  readers  of  the  published  proceedings  of  this  conference 
if  the  discussions  of  Tuesday  evening  were  allowed  to  stand 
without  a  further  analysis  of  the  factors  involved. 

This  confusion  would  come  chiefly  from  the  failure  of  all 
the  speakers  in  their  criticisms  of  the  present  California  tax 
system  to  make  a  distinction  between,  first,  those  diflSculties 
which  arise  out  of  the  separation  of  sources,  and  second,  those 
which  are  due  to  gross  earnings  taxation.     Throughout  the 
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evening  this  confusion  persisted  even  in  the  singnlarly  definite 
expressions  of  Professor  Plehn  and  Mr.  Benjamin,  who  were 
found  to  be  reaching  the  same  conclusion  on  apparently  the 
same  grounds,  but,  in  fact,  on  widely  different  grounds.  But 
of  this,  more  later. 

In  undertaking  to  segregate  and  trace  to  their  proper  causes 
the  several  defects  of  the  California  plan  I  would  first  offer  a 
definition  of  "  separation."'  Separation  per  se  relates  only 
to  the  allocation  of  revenues.  Thus,  a  state  may  have  partial 
separation  as  most  of  them  do  have,  or  complete  separation  as 
a  few  of  them  do  have,  and  still  be  free  from  many  of  the 
criticisms  confidently  aimed  at  "  separation  "  in  the  discus- 
sion of  Tuesday  evening.  Conversely,  a  state  may  tax  cor- 
porations on  their  gross  earnings  and  apportion  the  moneys 
in  such  a  way  as  to  avoid  the  defects  that  confound  us  here. 
This  seems  elementary,  but  Avithout  a  full  realization  of  it  the 
discussion  cannot  well  be  understood. 

For  the  California  plan  as  a  whole  the  best  argument  we 
heard  in  its  favor  was  the  very  practical  one  that  it  gets  the 
money.  Whoever  undertakes  criticisms  must  admit  this  very 
happy  feature  of  our  law,  but  defects  remain  nevertheless. 

Following  the  segregation  already  indicated  I  will  attempt 
to  trace  those  defects  which  are  due  to  the  separation  of 
sources — which  I  believe  are  inherent  in  any  plan  of  complete 
separation.  They  are  chiefly  indirect  or  potential  in  char- 
acter.    In  itself  a  pretty  theory,  separation  makes  for  trouble. 

Considering  those  bad  effects  resulting  from  complete  separ- 
ation and  as  measured  by  our  experience  in  California  we 
have : 

First,  the  excessive  decentralization  of  our  local  administra- 
tive machinery,  resulting  in  the  common  inequalities  that  pre- 
vail under  such  conditions.  It  is  true  that  improvement  in 
this  respect  was  confidently  predicted  as  one  of  the  by-products 
of  separation  if  we  would  adopt  that  plan.  The  hope  has  not 
been  realized. 

Second,  the  indifference  of  the  people  of  the  state  as  a 
whole  to  the  expenditures  of  the  state  for  the  reason  that  the 
burden  is  not  borne  even  in  part  directly  by  them.     That  is  to 
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say,  all  of  the  people  are  privileged  to  spend  what  a  few  of 
the  people  contribute.  There  is  ground  for  a  reasonable 
difference  of  opinion  as  to  whether  the  California  legislature 
has  been  materially  influenced  by  this  situation,  but  the  ten- 
dency for  this  influence  to  assert  itself  cannot  be  denied,  and 
furthermore  has  been  proven  by  the  experience  of  many  other 
states.  Mr.  Lawson  Purdy  in  a  recent  interview  in  the  New 
York  Sun  calls  attention  to  this  effect  of  separation  in  his  state. 

Third,  higher  local  taxes,  growing  out  of  the  absorption  by 
local  taxing  districts  of  the  savings  promised  them  under 
separation,  and  also  out  of  the  fact  that  in  the  absence  of 
equalization  between  counties  the  basis  of  assessment  may  rise 
quietly  without  the  knowledge  of  the  taxpayer. 

Fourth,  the  propaganda  of  home  rule,  or  principle  of  local 
taxation  exemptions,  is  encouraged  by  the  removal  of  the  di- 
rect state  tax.  It  is  my  opinion  we  cannot  accept  the  home 
rule  principle  until  we  are  ready  to  support  local  governments 
by  a  single  tax  on  land. 

The  bad  effects  of  complete  separation  that  are  potential 
in  character  are : 

First,  the  tendency  for  the  legislature  to  extend  or  restrict 
the  activities  of  the  state  on  a  basis  of  fiscal  possibility. 
Thus,  in  the  division  of  functions  between  state  and  local 
governments  an  inelastic  state  revenue,  producing  much  or 
little,  determines  whether  a  certain  function  or  group  of 
functions  will  be  performed  by  the  state  or  by  the  local  bodies. 
As  Professor  Bullock  has  pointed  out,  this  division  should  be 
determined  strictly  according  to  administrative  ease  and 
public  convenience. 

Second,  there  is  a  constant  temptation  offered  to  the  legisla- 
ture to  forego  the  equalization  of  taxes;  in  other  words,  to 
accept  the  views  of  Professor  Plehn  and  Mr.  Benjamin. 

The  second  group  of  defects  in  the  present  system  of  taxa- 
tion in  California  can  be  traced  to  gross  earnings  taxation. 
The  title  of  Mr.  Tunell's  paper  was  "  Effect  of  Separation 
upon  the  Taxation  of  Public  Service  Corporations  "  but  he 
spoke  principally  about  the  effect  of  gross  earnings  taxation 
upon  public  service  corporations.    The  distinction  is  a  real  one. 
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The  first  of  these  defects  arises  from  the  difficulty  of  equaliz- 
ing the  burden  on  utilities  taxed  on  their  gross  earnings  and 
the  common  forms  of  property.  This  difficulty  was  described 
to  you  very  fully  by  ]\Ir.  Tunell  and  Senator  Thompson  and 
need  not  be  considered  further  here. 

Second,  we  have  the  unequal  burden  imposed  upon  cor- 
porations of  varying  size  and  operating  under  varying  condi- 
tions but  classified  in  the  same  group.  This  was  also  described 
at  length  on  Tuesday  evening. 

Third,  we  have  the  controversy  over  operative  and  non- 
operative  property. 

It  will  be  seen  that  the  first  group  of  defects  would  exist 
whether  we  taxed  utilities  on  an  advalorem  basis  or  on  their 
earnings,  provided  the  revenues  were  apportioned  to  the  state 
under  any  plan  of  attempted  complete  separation.  The 
second  group  of  defects  would  persist  mthout  separation, 
provided  corporations  were  classified  and  taxed  as  at  present, 
on  their  gross  earnings. 

Turning  back  now  to  the  doctrine  expounded  jointly  by 
Professor  Plehn  and  ]\Ir,  Benjamin,  I  will  undertake  to  show 
the  application  of  this  discussion. 

Both  Professor  Plehn  and  ]\Ir.  Benjamin  tell  us  an  equali- 
zation between  segregated  groups  of  properties  is  unnecessary. 
Professor  Plehn  says  it  is  unnecessary  for  the  reason  that  the 
properties  selected  for  state  taxation  are  taxed  on  an  income 
basis,  that  is,  by  specific  taxes,  and  it  is  no  more  necessary  to 
equalize  such  taxes  with  advalorem  taxes  than  for  the  federal 
government  to  tax  all  imports  on  an  advalorem  basis.  Mr. 
Benjamin  tells  us  it  is  unnecessary  because  the  state  on  the 
one  hand  has  independent  authority  and  can  assert  its  sover- 
eign power  to  tax  for  its  ovm  purposes  at  an  independent 
rate  the  properties  it  may  select  for  its  o\\ti  uses. 

I  do  not  know  whether  Professor  Plehn  accepts  also  Mr. 
Benjamin's  views,  or  whether  Mr.  Benjamin  accepts  Professor 
Plehn 's  views.  The  point  is  that  Professor  Plehn 's  views  re- 
quire gross  earnings  or  specific  taxes  to  sustain  them,  while 
Mr.  Benjamin's  views  could  be  effected  without  gross  earn- 
ings taxation. 
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Mr.  George  G.  Tunell  :  I  referred  to  separation  as  we  find 
it  in  California,  in  my  paper. 

Mr.  J.  F.  ZoLLER,  of  New  York:  I  do  not  know  whether 
separation  of  state  and  local  revenues  is  a  good  thing  or  not, 
but  as  practiced  it  seems  to  lead  to  extravagance  in  expendi- 
tures. We  have  approximate  separation  in  the  state  of 
New  York.  About  1890,  as  I  remember,  certain  people  went 
out  and  told  the  farmers  that  their  taxes  were  going  to  be 
materially  reduced,  because  they  were  not  going  to  collect  any 
taxes  from  farmers  to  run  the  state  government,  that  they 
would  be  obtained  from  indirect  sources,  largely  from  the 
corporations.  At  that  time  the  reports  show  that  it  cost  about 
$12,000,000  a  year  to  run  the  state  government.  Part  of  this 
was  raised  by  direct  tax  upon  real  estate  in  general.  From 
1890  to  1915  there  were  only  five  years  during  which  the  state 
was  able  to  raise  enough  money  from  indirect  sources  to  run 
the  state  government,  notwithstanding  the  fact  that  they 
obtained  from  these  sources  something  like  $45,000,000.  The 
expense  of  running  the  state  government  in  the  state  of  New 
York — if  the  reports  are  reliable,  and  I  assume  they  are — has 
increased  since  1890  from  $12,000,000  a  year  up  to  $65,000,000 
a  year.  I  think  the  trouble  is  that  the  people  do  not  realize 
that  they  have  any  interest  whatever  in  the  spending  of  money 
that  is  obtained  by  taxation  from  corporations.  Now  I  as- 
sume when  you  take  corporate  property  and  tax  it  for  state 
purposes  that  the  people  in  general  have  no  interest  in  state 
expenditures.  I  have  no  doubt  it  would  be  the  same  thing 
if  it  was  the  other  way  around,  and  that  if  you  taxed  corpor- 
ations for  local  purposes  the  people  would  spend  the  money 
locally  but  would  not  take  an  interest  in  it.  So  I  am  not 
prepared  to  say  whether  segregation  is  a  good  thing  or  not, 
but  I  do  think  when  you  take  corporate  property  and  use  it 
for  a  particular  purpose  that  it  leads  to  extravagance  in  the 
spending  of  public  money. 

Mr.  "William  H.  Corbix:  If  you  will  pardon  me  I  would 
like  to  give  a  practical  illustration  of  separation  and  absence 
of  separation.     Connecticut  originally  had  entirely  separate 
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sources  of  iucome  for  state  and  local  purposes.  lu  my  first 
report,  I  think,  inspired  by  the  very  great  benefit  which  I 
received  from  the  1907  conference  of  the  National  Tax  As- 
sociation, I  advocated  to  the  extent  of  several  pages,  a  complete 
separation  of  state  and  local  revenue.  In  the  meantime  we 
have  had  two  state  taxes.  Last  year  we  had  one  of  the  highest 
state  taxes  Connecticut  has  had  for  many  years.  Our  legis- 
lature this  last  year  paid  more  attention  to  the  question  of 
state  finance  because  more  attention  was  being  paid  to  the 
question  of  state  and  local  taxation,  and  passed  more  drastic 
laws  relating  to  those  subjects  than  were  ever  before  passed 
by  the  state  of  Connecticut,  and  this  it  could  not  have  done 
if  it  had  not  been  for  the  state  tax  on  local  communities  in 
the  previous  year.  Finally  the  legislature  did  something 
which  seems  to  me  quite  remarkable — Mr.  Flannery  tells  me 
it  is  the  only  instance  of  this  particular  thing  in  the  United 
States  which  he  knows  of — the  legislature  passed  a  law  which 
provides  for  a  state  board  of  finance  consisting  of  three 
citizens — appointed  by  the  governor — for  terms  of  six  years 
eventually  so  that  there  will  always  be  two  hold-overs  covering 
two  sessions  of  the  legislature — three  state  officials  ex  officio — 
the  treasurer,  the  comptroller  and  the  tax  commissioner — and 
two  senators  and  five  representatives  appointed  by  the  legis- 
lature. This  board  will  prepare  a  budget  in  advance  of  the 
meeting  of  the  legislature  and  will  have  referred  to  it  every 
appropriation  bill,  and  then  mil  report  them  back  favorably 
or  unfavorably  to  the  legislature.  You  then  have  a  continual 
committee  which  will  consider  the  finances  of  the  state.  The 
main  point  I  wish  to  emphasize  is  this :  that  this  legislature 
was  willing  to  waive  the  great  power  which  every  appropria- 
tion committee  of  a  legislature  has — that  of  trading  appropria- 
tions to  get  legislation.  They  were  willing  to  waive  that,  to 
permit  this  permanent  body  to  be  established  and  give  over 
to  it  the  finances  of  the  state,  which  never  would  have  been 
done  if  it  had  not  been  for  the  effect  of  the  state  taxes  upon 
the  communities  and  the  representatives  of  those  communities 
in  the  legislature. 

Mr.  Dudley  Gates:  Mr.  Corbin,  it  seems  to  me,  struck  it 
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exactly  on  the  head  from  our  standpoint  here.  What  we  need 
is  the  principle  of  separation  with  a  margin  of  direct  state 
tax  on  the  people.  Then  we  will  be  free  from  the  inherent 
defects  in  separation  itself,  and  free  from  the  potential  bad 
effects.  There  should  be  always  a  direct  state  tax,  small  or 
large,  capable  of  expansion,  and  capable  of  being  felt  by  the 
people. 

Mr.  E.  B.  Howard:  As  I  remarked  before,  we  have  tried 
everything  in  Oklahoma.  This  is  brought  to  my  mind  by  the 
remarks  of  Mr.  Corbin  and  those  of  the  gentlemen  who  re- 
ferred to  the  fact  that  if  taxes  are  separated  and  those  upon 
corporations  reserved  for  certain  expenditures,  the  people 
generally  would  not  care  about  those  expenditures.  Our  state 
had  a  large  number  of  public  building  lands.  Against  those 
lands  we  Avere  permitted  to  issue  bonds  to  build  public  build- 
ings. So  long  as  that  fund  was  in  existence  our  legislature 
and  our  people  did  not  care  how  many  buildings  we  built  in 
Oklahoma,  but  when  that  fund  was  practically  exhausted  and 
our  next  legislature  was  confronted  wdth  the  proposition  of 
building  buildings  out  of  the  general  revenue,  there  was  a 
hue  and  cry  for  economy  in  the  matter  of  public  buildings. 
I  drop  this  as  a  suggestion :  in  our  state  it  does  not  make  any 
difference  how  wild  the  legislature  gets  on  appropriations.  We 
have  a  state  board  of  public  affairs,  somewhat  on  the  line  of 
the  Connecticut  board,  and  under  our  statutes  that  board,  of 
which  I  was  a  member  for  four  years,  regulates  the  expendi- 
tures of  money.  It  makes  no  difference  how  much  money 
the  legislature  might  appropriate  for  a  building,  if  that  board 
in  its  judgment  did  not  care  to  build  it,  it  would  not  be  built. 
If  the  superintendent  of  an  insane  asylum  saw  fit  to  eat  pitted 
cherries  and  strawberries  at  the  expense  of  Oklahoma,  there  is 
a  board  sitting  there  as  a  check  on  him.  I  cannot  spend  my 
own  contingent  fund  until  I  have  had  a  requisition  passed  by 
that  board.  With  that  kind  of  a  safeguard  I  believe  separa- 
tion would  not  be  handicapped  by  the  defect  of  extravagance. 

Mr.  Adam  Shortt  :  As  the  professor  has  raised  a  question  as 
to  the  equity  of  the  process  of  separation,  I  wish  at  this  point 
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to  make  a  few  remarks  on  that  subject.  Now  what  I  main- 
tain is  that  the  chief  reasons  for  separation — that  is,  for  the 
taking  of  certain  kinds  of  property  from  the  local  or  municipal 
authorities  and  handing  them  over  to  the  state  or  provincial 
authorities,  as  we  have  in  Canada — the  chief  reasons  for  such 
separation  are  based  on  considerations  of  equity  as  well  as  on 
the  necessity  of  an  adequate  revenue  for  provincial  purposes. 
It  has  been  admitted  by  those  who  have  discussed  the  sub- 
ject here  that  state  or  provincial  governments  are  required  to 
expand  faster  than  local  or  municipal  governments,  particu- 
larly in  country  districts.  The  increased  requirements  of  ad- 
vanced civilization  bear  more  and  more  upon  the  large  govern- 
ment rather  than  upon  the  small  government,  with  the  excep- 
tion of  the  very  large  cities;  that  is,  the  large  cities  in  that 
respect  approximate  to  state  or  provincial  conditions.  It  is 
obvious  I  think  that  whereas  property  was  formerly  owned 
individually  and  locally,  in  the  course  of  our  development 
property  has  tended  to  become  wider  in  its  range  and  property 
owners  now  derive  their  revenue  from  a  larger  and  continually 
larger  constituency.  The  local  money  lender  has  expanded 
into  the  national  bank,  the  local  stage  coach  or  a  tram  for 
transportation  has  expanded  into  the  railway,  and  the  local 
messenger  service  has  expanded  into  the  telephone  and  tele- 
graph companies,  and  so  on.  The  consequence  is  that  the 
property  the  ownership  of  which  may  be  located  in  any  rural 
district  or  small  town  is  property  in  which  the  whole  state  or 
province  has  an  interest;  and  therefore  if  the  rates  are  to  in- 
crease steadily  in  the  larger  area,  it  is  only  in  the  interest  of 
equity  that  the  larger  area,  the  state  or  province,  should  take 
over  those  properties  which  are  largely  covered  by  the  term 
"  corporate  properties  "  and  use  those  as  a  basis  for  state 
revenue.  The  same  conclusion  applies  to  the  income  tax. 
Originally  it  was  properly  and  purely  a  local  affair,  but  now 
it  ought  to  take  on  a  much  larger  range,  certainly  as  large  as 
the  state  if  not  as  large  as  the  nation.  But  if  you  have  other 
sources  of  revenue,  such  as  custom  excise,  for  the  nation,  then 
you  can  safely  appropriate  the  income  tax  for  the  province  or 
state.  And  I  submit  that  the  reason  for  this  segregation,  is 
expanding  revenue  on  the  one  hand  and  equity  on  tlic  other. 
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Equity  is  still  preserved,  but  not  on  the  old  basis  that  all  re- 
venue should  be  raised  on  the  same  rate  and  by  the  same 
method.  And  so  in  the  process  of  expansion  which  I  have 
described,  the  gross  revenue  tax,  the  income  and  other  taxes, 
may  be  far  more  equitable  in  the  end,  if  properly  adminis- 
tered and  wisely  regarded,  than  the  old  local  taxes.  That 
is  my  point. 

CHAffiMAN  Leser  :  I  was  in  British  Columbia  the  other  day 
and  if  I  correctly  understand  the  situation  there  they  have 
segregation  of  the  tax  on  land.  Land  in  the  cities  is  taxed 
only  for  local  purposes  advalorem ;  land  outside  of  the  cities 
in  the  provinces  is  taxed  only  for  provincial  purposes  ad- 
valorem.    Is  that  correct? 

Mr.  Adam  Shortt:  Partially.  British  Columbia  is  in  a 
very  pecviliar  situation.  In  our  other  provinces  the  tax  on 
wild  lands,  tax  on  mines,  tax  on  timber  lands  on  the  basis  of 
stumpage  cut,  or  whatever  the  basis  may  be,  are  all  provincial 
taxes ;  whereas  the  tax  on  farms  and  on  city  lots  are  all  muni- 
cipal taxes.  It  is  a  question  again  of  the  interest;  whether 
the  interest  is  local  or  provincial. 

Chairman  Leser  :  But  if  the  farm  is  located  outside  of  the 
city,  then  it  is  taxed  only  for  provincial  purposes. 

Mr.  Adam  Shortt:  In  British  Columbia,  of  course;  one 
would  have  to  go  into  a  good  deal  of  detail  to  get  at  that. 
British  Columbia  is  quite  peculiar  in  the  situation  of  its  farms 
and  in  its  relation  to  the  central  government.  That  is  a 
matter  which  would  require  a  great  deal  of  discussion. 

Prop.  T.  S.  Adams:  I  have  profound  respect  for  anything 
Professor  Shortt  and  Professor  Plehn  say  or  for  which  they 
stand,  but  I  believe  that  there  is  fallacy  in  the  argument  which 
has  just  been  made.  I  think  the  proper  conclusion  from  the 
extension  of  business  enterprise  over  wider  areas  is  not  that 
those  expanding  corporate  and  other  business  units  should 
be  reserved  for  taxation  by  the  larger  jurisdiction,  but  that 
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they  should  be  reserv^ed  for  assessment  by  the  larger  juris- 
diction. When  street  railwaj^s  become  interurban  railways 
and  steam  railways  spread  from  one  state  out  across  the 
continent,  there  is  a  real  necessity  if  unit  assessment  is  to 
be  preserved — if  those  things  are  to  be  treated  as  live  busi- 
ness units  or  business  entities — that  a  larger  jurisdiction 
should  make  the  assessment;  but  every  reason  that  existed 
still  exists  and  will  continue  to  exist  for  the  local  taxation  of 
those  properties  under  control  of  a  higher  and  superior 
jurisdiction;  and  I  think  that  is  an  exceedingly  important 
distinction. 

Let  me  take  an  illustration  from  the  state  of  Wisconsin. 
The  city  of  Superior  at  the  head  of  the  lakes  was  deprived 
a  few  years  ago  of  nearly  one-seventh  of  the  property  in  its 
jurisdiction,  if  I  remember  correctly,  by  the  simple  acquisi- 
tion of  that  much  property  by  railroad  companies.  The  rail- 
road tax  is  reserved  almost  exclusively  in  the  state  of  Wis- 
consin for  the  state  government,  or  was  until  this  session  of 
the  legislature.  The  railroads  went  in  there  and  bought  at 
one  time,  properly  and  rightfully,  a  great  section  of  dock 
frontage  that  constituted  as  I  recall  between  one-seventh  and 
one-eighth  of  the  entire  assessed  value  of  the  property  of 
that  city.  Immediately,  by  that  simple  transaction,  one- 
eighth  of  the  property  was  stricken  from  the  local  assessment 
rolls  and  tax  rates  in  that  municipality  were  increased  we 
will  say  by  a  corresponding  amount.  That  is  a  mere  illustra- 
tion. But  the  general  truth  is  that  property  and  business 
in  a  given  jurisdiction  tend  to  cause  expense  in  that  juris- 
diction. There  is  a  real,  not  a  very  close  or  accurate,  but  a 
real  relationship  between  property  at  a  place  and  the  necessarj' 
public  expenditures  at  that  place.  You  cannot  take  away 
taxable  subjects  from  local  jurisdictions  and  fail  in  the  end 
to  cripple  them.  In  Wisconsin,  after  having  had  state  taxa- 
tion of  railroads  since  1854 — we  have  never  had  anj-thing  else 
— three  successive  legislatures  have  passed  acts  giving  back 
to  municipalities  a  certain  part  of  the  railroad  property.  The 
entire  assessment  however,  even  the  assessment  of  property 
reserved  for  local  benefit,  is  under  the  control  of  the  state 
tax  commission,  and  I  believe  that  the  control  of  the  assess- 
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meut  must  rest  in  higher  hands.  I  believe  that  so  com- 
pletely that  I  think  there  is  no  escape  from  the  conclusion 
that  the  federal  government  must  eventually  take  control,  more 
or  less,  of  the  assessment  of  interstate  corporations.  But  the 
taxation  of  the  assessed  value  assigned  by  the  federal  gov- 
ernment to  any  state  should  remain  with  that  state. 

Speaking  merely  of  American  states,  I  look  with  appre- 
hension on  any  system  of  taxation  which  deprives  the  cor- 
poration of  all  interest  in  local  taxation  and  the  farmer  or 
small  property  owner  of  all  interest  in  state  taxation — that 
is,  in  expenditures.  I  sa}'  nothing  about  what  may  be  done  in 
Canada  or  elsewhere.  I  have  seen  too  much  of  taxation  in 
different  places  to  speak  with  confidence  about  other  com- 
munities. But  in  American  communities,  wdth  class  interest 
\^TOught  up  as  at  present,  it  is  unsafe  to  adopt  any  system 
which  will  centralize  the  influence  of  the  corporations  wholly  in 
state  activities  and  exempt  the  farmer  and  mechanic  from 
any  immediate  and  positive  interest  in  state  expenditures.  I 
think  the  financial  history  of  the  last  ten  years  confirms 
strongly  the  belief  that  separation  is  dangerous.  I  believe 
if  you  will  set  out  the  states  in  this  country  that  have  had 
separation  or  partial  separation  and  set  against  them  an  equi- 
valent number  of  states  in  which  the  direct  state  tax  is  an 
important  factor,  and  then  trace  the  development  of  ex- 
penditures in  the  two  groups  for  the  last  ten  or  fifteen  years, 
that  it  would  be  proven  that  the  great  expansion  of  expendi- 
ture has  come  in  those  states  in  which  separation  has  been 
more  completely  or  more  nearly  achieved. 

Mr.  Francis  N.  Whitney:  I  would  like  Professor  Adams 
to  answer  his  own  question  as  to  the  necessity  of  equity. 

Mr.  Adam  Shortt:  One  point  of  explanation.  The  view 
that  I  take  is  in  no  sense  substantially  different  from  that  of 
Mr.  Adams.  In  the  railroad  reports  for  our  province,  which 
I  wrote  in  1904,  you  will  find  exactly  the  same  statement  made 
as  Mr,  Adams  has  made,  namely,  that  the  railroads,  and  other 
similar  corporations,  should  pay  the  taxes  locally  that  repre- 
sent the  purely  local  interest;  and  our  banks  and  other  cor- 
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porations  that  are  taxed  for  proviucial  purposes  do  now  pay 
on  their  local  real  estate,  that  is,  their  bank  premises,  or  their 
corporate  propertj^  in  each  town  and  city,  the  same  rate  and 
on  the  same  basis  as  any  other  owner  of  property  in  that 
place.  I  have  always  stated,  and  I  am  glad  to  see  that  Pro- 
fessor Adams  agrees,  that  when  it  comes  to  properties  that 
extend  over  more  than  one  jurisdiction,  the  correspondingly 
larger  government  ought  to  make  the  assessment  and  apportion 
the  valuation  though  not  necessarily  collect  the  tax.  That 
was  advocated  very  strongly  by  myself  in  connection  mth  the 
railroad  tax  which  may  still  be  a  provincial  tax,  but  which 
inasmuch  as  the  railroads  extend  over  all  the  provinces, 
should  be  regulated  by  the  central  government.  So  there  is 
no  substantial  difference  on  all  those  points  between  my  view 
and  that  of  Professor  Adams. 

Mr.  Frank  P.  Crandon,  of  Illinois:  Do  you  advocate  that 
from  Quebec  to  Vancouver?  Is  the  whole  value  of  the  prop- 
erty determined  for  assessment  purposes  by  some  central  body 
and  is  the  value  then  distributed  for  provincial  taxation  ? 

'Mr.  Adam  Shortt:  That  is  what  I  advocated  but  unfor- 
tunately we  have  not  got  it  yet.  Each  province  acts  for  itself 
at  present,  but  I  merely  indicate  what  my  point  of  view  is  and 
the  ideas  I  stand  for. 

]\Ir.  Frank  P.  Crandon  :  Does  it  not  involve  almost  insur- 
mountable difficulties  in  the  case  of  a  railroad  that  extends 
from  San  Francisco  to  Chicago.  How  much  shall  be  given  to 
California,  Nevada,  Nebraska,  Illinois  and  so  on? 

]\Ir.  Adam  Shortt  :  All  I  maintain  is  that  the  only  equitable 
solution  of  that  is  a  system  that  will  determine  the  detail  value 
of  the  railroad  and  then  distribute ;  because  it  is  quite  obvious 
that,  as  has  been  shown  over  and  over  again,  an  immense 
amount  of  freight  may  originate  in  one  state  and  terminate 
in  another  state  and  merely  pass  through  an  intermediate 
state.  There  is  no  reason  why  that  intermediate  state  should 
hold  up  the  value  of  that  railroad  and  assess  it  simply  because 
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of  what  passes  through  it.     That  would  be  inequitable.     I  am 
standing  for  principle. 

Chairman  Leser  :  Mr.  Galloway  desires  to  have  a  few  min- 
utes to  develop  his  new  plan  of  abolishing  tax  rates  without 
abolishing  taxes. 

Mr.  Charles  V.  Galloway,  of  Oregon :  I  regret  to  interrupt 
this  discussion  of  equitable  taxation  and  turn  to  the  equally- 
important  question  of  economy  or  reduction  of  expenditures. 
It  has  occurred  to  me  that  possibly  something  could  be  done 
toward  economy  in  expenditures  if  we  could  change  the  basis 
of  tax  levies  or  the  manner  in  which  tax  levies  are  made.  At 
the  first  session  of  this  conference  we  had  an  excellent  paper 
on  the  preparation  of  a  budget.  That  was  a  discussion  of  the 
state  budget.  Now  isn't  it  just  as  feasible  to  provide  that 
counties  and  municipalities,  cities  and  towns,  even  school  dis- 
tricts or  road  districts  as  we  have  them  in  the  west,  shall  work 
under  the  budget  plan?  Cannot  all  tax  levies  be  made  in 
dollars  and  cents  instead  of  in  mills?  In  practical  applica- 
tion we  do  that  for  state  purposes  in  many  of  the  states.  The 
legislative  appropriations  determine  the  amount  that  must  be 
raised  in  state  taxes,  and  then  the  determination  of  the  rate  is 
purely  a  mathematical  computation.  Then  is  it  not  possible, 
is  it  not  feasible  for  county  authorities  to  prepare  their  budget 
regardless  of  valuation  ?  Is  it  not  possible  for  cities  and  local 
taxing  districts  to  prepare  their  budgets  and  show  to  the  tax- 
payers the  requirements  for  the  ensuing  year  in  each  case  in 
dollars  and  cents,  not  in  mills,  and  make  their  respective 
levies  in  dollars,  then  leaving  it  to  the  assessor  or  the  officer 
charged  with  the  extension  of  the  tax  on  the  roll  to  compute 
the  proper  millage  rate  after  the  valuation  is  known  ?  Take 
away  from  the  body  that  levies  the  tax  any  consideration  or 
thought  of  what  the  rate  is  to  be,  but  lexj  the  tax  whoUj^  with 
reference  to  the  amount  of  money  that  is  needed  for  the 
support  of  that  taxing  jurisdiction  in  the  ensuing  year,  taking 
into  consideration  of  course  the  experience  and  needs  of 
former  years. 

In  many  of  our  states  I  think  tax  levies  are  made  in  mills 
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without  regard  to  valuation.  A  district  gets  into  the  habit 
of  levying  a  certain  millage  tax,  two,  three,  five,  eight  or  ten 
mills;  and  we  have  found  in  Oregon  that  the  most  serious 
obstacle  in  the  way  of  getting  standard  assessments  at  the 
statutory  requirement  of  full  value,  comes  from  the  practice 
of  levying  established  or  customary  millage  rates  without  re- 
gard to  the  efforts  made  by  assessors  to  increase  valuations.  If 
an  assessment  has  been  made  year  after  year  on  a  forty  per 
cent  basis,  the  tax  commission  gets  busy  and  with  an  assessor 
working  in  harmony  we  can  get  the  assessment  up  to  eighty  or 
one  hundred  per  cent.  But  the  tax-levying  bodies  all  over 
the  county  go  right  ahead  with  the  old  millage  rates,  or  with 
slightly  reduced  rates,  and  the  result  is  that  the  people  have  to 
pay  a  whole  lot  more,  which  result  they  blame  on  the  assessor 
or  the  tax  commission  that  is  trying  to  enforce  the  law. 

Now  my  system  is  to  have  it  required  in  the  law  that  every 
levy  shall  be  made  in  dollars.  Automatically  budgets  would 
have  to  be  prepared  then  regardless  of  valuation,  whether 
the  assessment  is  on  a  twenty  per  cent  basis  or  on  a  one 
hundred  per  cent  basis.  The  amount  of  the  levy  would  be 
certified  to  the  officer  that  extends  the  tax  on  the  roll,  and 
when  he  had  the  valuation  before  him  he  would  merely  com- 
pute the  necessary  rate  required  to  extend  the  amount  on  the 
roll.  An  objection  has  been  advanced,  that,  under  this  plan, 
a  tax-levying  body  would  not  be  able  to  anticipate  delin- 
quencies. I  think  it  would  be  just  as  feasible  to  anticipate 
delinquencies  on  the  basis  of  the  average  delinquency  for  a 
number  of  years — just  as  feasible  to  allow  for  a  reasonable 
amount  to  take  care  of  the  delinquency,  as  it  would  to  allow 
for  a  little  increase  in  the  rate  to  take  care  of  the  delinquency. 
I  shall  not  take  more  time  with  this,  but  I  suggested  it  to  the 
chairman  and  he  very  kindly  asked  if  I  would  try  to  explain  it. 

Chairman  Leser  :  I  want  to  thank  you  for  doing  so.  I  think 
it  opens  up  a  verj'  interesting  discussion. 

Mr.  Samuel  T.  Howe  :  In  Kansas  we  have  that  system  par- 
tially. The  school  district  boards  meet  and  determine  the 
amount  of  money  which  they  require  for  the  succeeding  year, 
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and  that  is  certified  to  the  county  clerk.  The  board  of  county 
commissioners  fixes  the  levJ^  For  state  purposes  the  legis- 
lature fixes  the  state  budget,  and  the  tax  commission  computes 
the  rate  of  levy  on  the  basis  of  the  valuation. 

]Mk.  Newton  W.  Thompson  :  How  do  you  do  it  ? 

Mr.  Samuel  T.  Howe:  Simply  determine  the  rate  which 
on  the  valuation  of  property  will  raise  the  required  amount. 
You  cannot  know  what  the  levy  will  be  until  you  got  your 
budget  and  the  valuation. 

Mr.  William  H.  Corbin  :  Let  me  ask  for  hands  to  see  the 
number  of  states  wholly  or  partially  having  this  system. 

Ch airman  Leser  :  There  are  many  hands  raised  but  I  can- 
not tell  how  many  states.. 

Mr.  J.  W.  Brislawn,  of  Washington :  I  invite  Mr.  Galloway 
over  to  Washington  where  we  will  show  him  a  reasonably 
good  exemplification  of  that  system. 

]\Ir.  Zenas  W.  Bliss,  of  Rhode  Island :  I  want  to  emphasize 
one  point  made  by  Mr.  Galloway,  and  that  is,  if  you  are  to 
have  this  system  it  should  be  required  by  law.  In  Rhode 
Island  we  have  an  optional  system.  The  town  meetings  read 
into  the  law  what  has  been  the  custom  for  many  years.  They 
have  the  option  of  whether  they  shall  fix  a  certain  rate  or  a 
certain  amount.  After  the  ordinary  preamble  it  is  ordered 
that  taxes  on  the  inhabitants,  and  especially  on  property,  shall 
be  in  the  sum  of  not  less  than  blank  dollars  nor  more  than 
blank  dollars ;  but  so  far  as  I  know  that  form  has  never  been 
actually  used.  They  always  fix  the  rate  and  not  the  amount. 
Of  course  as  Mr.  Galloway  said,  in  fixing  the  amount  they 
need  a  budget  and  a  lot  of  preliminary  work,  which  is  never 
done ;  so  if  it  is  left  optional,  from  our  experience,  they  would 
use  the  rate.  So  I  think  the  advice  that  it  should  be  fixed 
by  law  is  sound. 
17 
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Mr.  Charles  A.  Andrews  :  lu  Massachusetts  we  have  had 
for  three  or  four  generations  the  system  described  by  Mr. 
Galloway.  In  Massachusetts  the  tax  rate  is  nothing  in  the 
world  but  a  quotient.  There  is  certified  to  each  board  of  as- 
sessors the  amount  of  money  which  has  been  appropriated  by 
the  municipality,  the  amount  of  money  that  the  municipality 
is  required  to  pay  to  satisfy  judgments  of  the  court,  and  the 
amount  of  money  that  the  municipality  has  to  pay  into  the 
state  treasury,  or  the  county  treasury,  for  state  or  county 
purposes.  The  board  of  assessors  adds  these  together  and 
finds,  let  us  say,  that  the  total  amounts  to  $100,000.  They 
divide  $100,000  by  the  valuation  which  they  have  found  and 
the  resulting  quotient  is  the  tax  rate.  It  works  well  and  there 
is  no  trouble  about  it.  As  soon  as  the  rate  is  announced  in  the 
summer  everybody  knows  the  total  tax  he  has  got  to  pay  on 
each  thousand  dollars  of  valuation  on  his  property.  We  have 
had  it  so  long  and  it  works  so  well  in  Massachusetts  that  I 
doubt  whether  anybody  would  want  to  change  it. 

Chairman  Leser:  How  do  you  take  care  of  delinquencies, 
Mr.  Andrews  ? 

Mr.  Charles  A.  Andrews:  The  assessors  are  allowed  to 
cover  in  their  rate  an  amount  not  exceeding  five  per  cent  for 
abatements  and  delinquencies. 

Prof.  J.  E.  Brindley,  of  Iowa:  The  question  has  been 
asked  two  or  three  times  whether  there  is  any  necessity  for 
equating  local  and  state  assessments.  If  there  is  any  point 
in  taxation,  under  our  conditions  in  American  states,  about 
which  I  am  reasonably  certain,  it  is  this  necessity ;  and  if  you 
are  to  select  certain  sources  of  revenue  and  set  them  entirely 
aside  for  the  state,  I  believe  there  is  even  a  greater  necessity 
for  care  to  avoid  extravagance  in  expenditures. 

Mr.  Samuel  T.  Howe:  I  simply  wish  to  add  my  endorse- 
ment of  Mr.  Galloway's  thought,  and  that  it  should  be  made 
legal  in  every  particular. 
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Chairm.vn  Leser:  Mr.  Bliss's  thought. 

Mr.  E.  H,  Wolcott:  I  think  practically  all  the  states 
through  the  middle  west  have  this  method,  but  it  seems  to  me 
to  be  subject  to  severe  criticism  for  this  reason :  all  of  the 
states  using  that  method  practically  make  their  inconie  fit  their 
expenditures.  In  other  words  the  budget  is  prepared  first. 
They  want  to  spend  so  much  money.  And  then  a  rate  to  raise 
that  money  is  fixed.  I  believe  the  time  is  coming  when  the 
people  will  demand  that  we  make  our  expenditures  fit  our 
income  and  then  we  will  have  to  reverse  matters.  Then  we 
will  only  raise  so  much  and  keep  our  expenditures  within  it. 
One  of  the  reasons  for  the  constantly  increasing  rates  in 
Indiana  is  the  constantly  increasing  expenditures  occurring 
because  of  certain  demands.  "We  have  a  bond  limit  law  in 
Indiana.  Every  county  in  the  state  now  has  petitions  pend- 
ing, but  they  can  make  no  further  issues  until  certain  bonds 
are  paid  off  and  the  limit  reached  again.  We  are  constantly 
reversing  the  ordinary  process  of  business,  where  it  should 
be  the  other  way. 

Governor  Emmet  D.  Boyle,  of  Nevada :  In  Nevada  the  tax 
rate  is  set  by  the  legislature  and  the  appropriations  made  by 
the  legislature.  Counties  are  required  by  law  to  submit  a 
budget  of  their  estimated  expenditures  at  the  beginning  of  the 
year  to  the  state  tax  commission,  and  the  state  tax  commis- 
sion after  having  raised  or  lowered  the  total  aggregate  as- 
sessment of  all  property  within  the  state  in  order  to  get  the 
necessary  revenue  to  meet  the  requirements  of  the  state  budget 
on  a  predetermined  tax  rate,  proceeds  to  order  the  raising  or 
lowering  of  the  county  tax  rates  to  produce  just  the  amount 
of  money  estimated  as  necessary  in  the  county  budgets.  That 
system  is  enforced  in  Nevada  and  I  believe  carries  out  the 
theory  that  Mr.  Galloway  proposes,  while  at  the  same  time 
holding  down  expenditures  and  getting  the  expenditures  to 
meet  the  income  in  a  particular  case :  in  other  words,  the 
state  tax  commission  •  will  tell  the  county  how  much  it  will 
expend. 


260  NATIONAL  TAX  ASSOCIATION 

Mr.  William  H.  Corbin:  Before  the  gentlemen  get  away, 
I  would  like  to  mention  two  or  three  laws  passed  in  Connecti- 
cut.    May  I  have  your  permission,  Mr.  Chairman  ? 

Chairman  Leser:  You  were  invited  to  do  that. 

Mr.  William  H.  Corbin  :  I  would  say  that  the  legislature 
in  addition  to  the  changes  before  mentioned  has  adopted  an 
income  tax  on  corporations  based  upon  the  report  to  the 
federal  government.  The  rate  is  two  per  cent  upon  the  net 
taxable  amount  reported  to  the  federal  government.  We 
changed  entirely  our  old  method  of  taxing  railroads,  the  stock 
and  bond  method,  and  adopted  practically  the  gross  earnings 
method,  at  four  and  one-half  per  cent,  the  roads  to  be  ap- 
praised on  the  basis  of  all  track  mileage,  including  sidings,  etc. 
We  also  adopted  a  new  inheritance  tax  law  and  put  the  ad- 
ministration in  the  tax  commissioner's  department.  We  have 
taxed  for  the  first  time  gas,  water  and  electric  power  com- 
panies on  the  basis  of  one  and  one-half  per  cent  of  their  gross 
earnings.  Instead  of  levjdng  the  state  tax  on  property  valu- 
ations in  the  different  towns,  the  legislature  passed  a  reso- 
lution to  the  effect  that  $1,750,000  should  be  paid  this  year 
and  $1,750,000  next  year  to  the  state,  to  be  apportioned  each 
year  among  the  towns  on  the  ratio  which  the  taxes  received 
by  that  toA^Ti  (as  averaged  for  three  years)  bears  to  the  total 
taxes  received  (as  averaged  for  three  years)  by  all  the  to\vns 
of  the  state.  That  is  doing  away  with  the  property  method 
of  state  taxation.  We  are  going  to  watch  the  new  system  for 
two  years.  I  know  some  towns  that  are  going  to  pay  less 
taxes  than  they  did  before  and  I  know  a  large  number  of 
towns  that  are  going  to  pay  more.  It  takes  away  the  duties 
of  the  state  board  of  equalization,  which  cannot  be  performed 
without  supervision  by  state  assessors,  of  which  we  have  none. 
If  we  had  not  changed  I  am  not  sure  I  would  be  in  favor  of 
this  move.     But  I  am  in  favor  of  it  as  an  experiment. 

Chairman  Leser  :  This  seems  to  be  a  particularly  convenient 
time  to  bring  matters  to  a  close,  with  this  further  remark : 
Mr.  Wagner  of  Denver  had  prepared  a  paper  but  under  the 
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rules  made  a  year  ago  we  agreed  not  to  read  any  papers  be- 
cause we  wanted  this  discussion  to  be  informal,  just  as  it  has 
been.  For  that  reason  Mr.  Wagner's  paper  cannot  be  read; 
but  I  make  the  suggestion,  if  there  is  no  objection,  that  he  be 
permitted  to  pass  in  his  paper  for  publication,  subject  to 
condensation  and  revision  by  the  secretary.  Is  there  any 
objection  to  that?     No  objection;  so  ordered. 

There  is  also  a  communication  received  from  Mr.  William 
A.  Robinson  of  Kentucky,  to  the  official  delegates  of  this 
conference.  Mr.  Robinson  was  unable  to  be  present  and  under 
this  same  ruling  the  paper  cannot  be  read.  It  deals  simply 
with  their  constitutional  amendment,  in  a  brief  way,  which 
amendment  was  carried  by  a  large  majority — I  think  30,000 — 
allowing  classification,  and  which  afterward  was  declared  in- 
valid because  of  informality  in  the  publication  of  the  amend- 
ment. He  makes  a  brief  report  of  interest  and  I  suggest  also 
that  that  be  permitted  to  go  into  the  record  of  the  day's 
proceedings.     If  there  is  no  objection  it  will  be  so  ordered. 

THE  PLAN  OF  UTILITY  vs.  THE  SOMERS  SYSTEM 
OF  TAXATION 

Napoleon  Wagner 

My  mission  in  coming  to  this  conference  is  to  expose  one 
error,  and  in  doing  so  one  truth  was  bom.  On  the  merits  of 
each,  may  we  hope  for  a  full,  free,  fair  investigation  and  hear- 
ing, based  on  "'  Knowledge  of  the  Spirit  of  Law  and  Knowl- 
edge of  the  Justice  of  Law." 

May  we  make  bold  to  ask  this  conference  and  association 
to  grant  such  dispensation  as  the  merits  of  each  case  may 
warrant?  It  seems  patent,  if  not  imperative,  that  we  get  a 
decision  at  this  conference,  if  possible,  in  the  immediate  or 
speedy  interest  of  the  entire  human  family. 

We  are  informed  the  executive  conunittee  are  now  consider- 
ing this  matter  with  only  part  of  the  papers  now  in  their  pos- 
session, the  balance,  or  a  large  part  of  the  balance,  of  the 
papers,  letters,  etc.,  setting  forth  our  reasons,  argument  and 
contention  are  now  here  and  ready  for  their  use. 
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The  executive  committee's  decision  in  this  matter  will  be 
of  vital  importance,  perhaps  of  the  greatest  importance,  as 
it  probably  will  mean  the  life  or  death  of  the  paramount  prin- 
ciple involved  in  ascertaining  values  for  all  purposes :  viz.,  the 
Utility  System  vs.  The  Unit  System  of  Taxation.  By  'Utility' 
we  mean  the  value  received  or  probably  receivable  for  the 
use  of  property  of  all  kinds. 

[Mr.  Wagner's  system  or  method  of  assessment  is  described 
in  his  pamphlet  Taxation,  in  elaboration  or  explanation  of 
which  the  following  comment  have  been  made  by  Mr.  Wagner 
in  various  printed  circulars.] 

Uniformity,  conforming  to  one  rule  or  mode,  has  been  my  chief  aim 
in  the  production  of  Taxation  on  the  plan  of  Utility  to  ascertain 
all  value  of  every  kind  for  assessment  and  taxation,  based  upon  income, 
or  if  non-use  or  vacant  probable  income  by  the  application  of  universally 
well  known  rules  and  scientific  principles  properly  applied  viz.:  Utility 
enables  us  to  ascertain  correct  value  by  capitalizing  the  amount  of  the 
total  annual  rent,  at  the  same  uniform  per  cent.  Proportion  enables 
us  to  ascertain  correct  relative  value,  or  the  exact  number  of  times  one 
lot  or  plot  or  thing  is  worth  more  than  another  lot,  plot  or  thing. 
Percentage  enables  us  to  ascertain  correct  uniform  value,  or  exact  ratio 
of  value  to  the  ratio  of  assessment,  by  equalization,  all  at  the  same  uni- 
form per  cent.  Thus  abolishing  all  under  and  over  valuation,  discrimin- 
ation, class  or  other  privilege. 

Collecting  revenue  under  a  general  property  tax  has  been  unfair  or  a 
failure  owing  to  the  lack  of  a  standard  or  fair  mode  of  ascertaining  value. 
The  How,  The  Way,  The  Method,  has  been  waived  aside  ns  it  were 
unimportant,  when  in  fact  it  is  the  all-important  element  in  ascertaining 
uniform  value. 

The  present  prevailing  method  of  ascertaining  all  value  by  assessors 
everywhere  is  based  on  mere  opinion  which  is  nothing  but  a  guess. 
Guessing  at  value  must  stop;  it  is  too  uncertain,  it  is  too  vacillating,  it 
is  too  silly  and  ridiculous  for  serious  thought,  it  has  nothing  to  commend 
it  but  it  has  everything  to  condemn  it. 

Opinion,  or  judgment  of  value,  is  a  mere  guess;  what  a  given  piece  of 
property  will  sell  for  in  the  open  market  is  another  vacillating  guess,  but 
when  you  honestly  and  fairly  capitalize  its  income,  its  every-day  annual 
earning  power,  then  and  then  only  will  you  get  its  true  and  correct  value, 
this  is  utility  or  positive  knowledge  and  no  guess. 

In  utility  we  find  the  very  etiology  or  root  of  all  value,  which  is  the 
secret  of  all  laioful,  relative,  uniform  taxation.  If,  as  we  have  demon- 
strated, the  true  and  correct  basis  of  ascertaining  all  value  is  use  or 
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probable  use,  then  why  not  make  utility  by  law  the  standard  and  basis 
of  ascertaining  all  value  lor  assessment  and  taxation  everywhere? 

The  system  of  ascertaining  all  value  based  upon  utility  is  unique,  it 
stands  alone,  it  is  in  no  way  associated  or  connected  with  the  "  single 
tax  "  idea;  it  is  nearer  related  and  closely  associated  with  the  general 
income  tax  idea.  We  claim  for  the  utility  system,  it  is  a  great  big  im- 
provement and  far  above  the  general  income  tax  system  which  is  now 
in  use  in  only  one  state  in  the  United  States — Wisconsin — especially  in 
stopping  the  great  or  immense  leak  at  site  or  all  lot  and  land  value. 

We  believe  it  is  pretty  generally  conceded  that  utility  is  a  well  thought- 
out,  carefully  balanced  plan  not  only  in  theory  but  in  fact ;  that  any  state 
putting  in  their  statutes,  the  first  few  pages  or  the  rules  and  substance 
of  our  taxation  1911,  will  have  constructive,  modern,  up-to-date,  just  tax 
legislation  of  the  highest  order. 

The  state  legislature  first  adopting  this  plan,  may  not  be  putting  in 
effect  the  last  word  in  ascertaining  value,  but  they  will  be  giving  a  new 
birth  to  the  very  last  word  and  thought  of  ascertaining  all  value  up  to 
the  present  time. 

May  they  not  look  forward,  with  a  clear  eye,  a  serene  confidence  of 
having  their  work  speedily  commended  and  copied  by  one  state  after 
another,  in  addition  to  the  most  profound  and  grateful  prayers  from 
each  one  of  their  constituents,  for  at  last  saddling  a  value  burden  on 
each  man's  back,  for  all  taxation  according  to  exact  justice.  No  man, 
rich  or  poor,  will  be  overweighted.  All  wiU  be  able  to  look  up,  walk,  run, 
sing  and  play,  knowing  that  each  one  is  receiving  fair  play. 

Our  taxation  is  being  rewritten,  much  enlarged,  etc.  Those  members 
who  would  like  to  have  a  copy  will  probably  receive  it  gratis,  by  leaving 
their  name  and  specific  address  with  the  author — Napoleon  Wagner,  No. 
1101  Emerson  Street,  Denver,  Colorado. 

' '  Everything  That  Bears  Semblance  of  Privilege  Must  Be  Abolished. ' ' 
Personally  delivered  to  Congress,  Washington,  D.  C,  April  8,  1913. 
Woodrow  Wilson,  Pres.  U.  S.  Taxation  on  the  basis  of  Utility  fixes  the 
ability  definitely  and  honestly  in  all  cases,  to  ABOLISH  ALL  TAX 
PEIVILEGE. 

There  are  so  many  assertions  of  fact  which  are  not  fact  by  various 
schemes,  plans  and  so-called  mathematical  systems  of  ascertaining  uni- 
form value.  We  can  accept  none  which  are  not  susceptible  of  demon- 
stration and  proof  of  accuracy.  Expose  a  lie  and  it  falls  a  coward 
at  our  feet. 

Utility  is  founded  upon  principle  which  assures  its  permanency,  it  is  a 
demonstrable  understanding  of  fact,  proving  uniform  value.  No  system 
of  taxation  can  produce  over  valuation  and  under  valuation  and  be 
uniform.  Uniform  value  will  not  admit  of  both  over  and  under  valuation 
at  the  same  time.  Either  one  implies  the  other,  which  prevents  uni- 
formity. Over  valuation  means  confiscation.  Under  valuation  means 
escape  payment. 

What  is  the   matter  with   Denver   real-estate   men   and   business   men 
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generally  throughout  America?  Have  they  been  drugged  or  put  in  a 
semi-comatose  or  inactive  condition  by  THE  INTERESTS,  like  many  of 
the  officeholders  and  politicians?  Or  are  they  just  half  asleep  on  their 
feet  ?  In  God 's  name,  men,  wake  up  to  the  realization  of  the  fact  of 
what  taxation  on  the  basis  of  utility  will  do  for  each  one  of  you,  for 
each  of  your  neighbors  and  for  your  entire  community.  You  cannot 
reasonably  expect  prosperity,  nor  do  you  deserve  it,  nor  can  your  com- 
munity thrive,  so  long  as  you  remain  passive,  inactive,  wink  or  connive 
at  the  present  and  past  UNCONSCIONABLE  SPECIAL  PRIVILEGE 
freely  extended  and  granted  to  the  land  value  of  each  pair  of  corner 
lots,  in  the  business  districts  of  nearly  every  American  city.  Why 
should  these  very  valuable  city  lots  be  permitted  to  rob  the  balance  of 
your  city  blind? 

What  right  have  they  to  be  taxed  at  a  less  ratio  of  value  than  inside  or 
middle  lots?  Why  not  tax  all  alike  at  the  same  ratio  of  value?  (AS- 
SESSMENT ON  THE  BASIS  OF  UTILITY  MEANS  THE  PAYING 
OF  YOUR  TAX  NOT  IN  ADVANCE  OR  ON  ANY  GUESS  VALUE, 
BUT  ON  A  VALUATION  ALREADY  RECEIVED  OR  PROBABLY 
RECEIVABLE.)  Hence  there  can  be  no  hardship  on  any  taxpayer; 
where  the  tax  is  properly  and  justly  equalized,  it  will  fall  on  any  tax- 
payer; where  the  tax  is  properly  and  justly  equalized,  ^^  will  fall  on  the 
shoulders  of  all  lightly ;  no  one  can  be  overburdened.  Is  it  not  silly  and 
nonsense  to  talk  or  PRATTLE  ABOUT  VALUE,  RELATIVE  OR 
UNIFORM  VALUE  AND  THEN  GUESS  AT  THE  AMOUNT  which 
each  piece  of  property  shall  be  assessed  for?  This  is  exactly  what 
nearly  all  assessors  are  doing  throughout  America  to-day.  A  trite  legal 
maxim  is  ' '  He  who  seeks  equity  must  do  equity. ' '  All  inside  or  middle 
lot  values  both  seek  and  do  equity  to  the  assessor.  AU  corner  lot  values 
do  not  seek  and  do  not  do  equity  to  the  assessor. 

Our  plan  relies  directly  upon  UTILITY  JUSTLY  EQUALIZED, 
which  enables  it  to  ascertain  correct  uniform  value.  All  other  plans  or 
methods  whatsoever  kind  or  nature,  lean  in  the  same  direction,  but  owing 
to  the  degree  of  indirection  and  round-about  way  they  may  use  in  arriv- 
ing at  or  ascertaining  value,  will  be  found  to  be  uncertain,  indefinite, 
and  unreliable,  A  GUESS,  it  may  be  correct  in  some  instances  but  is 
very  apt  to  be  either  too  Idgh  or  too  low,  AND  NEVER  UNIFORM. 
None  of  these  plans  can  or  will  produce  UNIFORM  VALUE,  because 
THEY  ALL  LACK  THE  ESSENTIAL  ELEMENT  in  order  to  produce 
uniformity,  viz.:  ABSOLUTE  REAL  KNOWLEDGE  OR  TRUTH, 
SUSCEPTIBLE  OF  PROOF  AND  DEMONSTRATION,  in  all  cases 
producing  or  rendering  like  results  or  uniformity. 

Up  to  the  present  time  the  press  has  refused  to  publish  a  line  of  what 
we  have  written  on  taxation,  etc.,  excepting  one  signed  article. 

May  the  European  war  and  all  armament  soon  cease.  God  grant  us 
all  permanent  peace! 
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Addenda 
In  Order  to  More  Fully  Elucidate 

1st.     Our  plan  is  not  purely  an  income  method  or  system. 

2nd.     Our  plan  is  not  purely  an  annual  income  method  or  system. 

3rd.  Our  plan  is  not  purely  an  average  annual  income  method  or 
system. 

4th.  Our  plan  is  purely  a  system,  based  on  utility,  which  includes  all 
of  above,  viz.:  The  reasonable  aimual  average  rental  value. 

This  real  value  can  not  be  had  or  ascertained  from  mere  opinion  of  an 
assessor  or  committee,  or  a  dozen  so-called  expert  opinions,  unless  they 
are  familiar  with  all  the  above,  viz. -.The  reasonable  annual  average  rental 
value.  It  must  be  remembered,  opinion  or  testimony,  no  matter  how 
important  does  not  make  value.  Opinion  like  memory  is  fickle  and 
tricky,  it  may  be  influenced  to  go  up  or  down,  with  the  state  of  the 
weather,  fog  or  sunshine. 

Hence  it  can  not  be  depended  upon,  unless  it  is  based  upon  all  the 
essential  factors  which  go  to  make  up  real  value  and  ihis  is  seldom  if 
ever  the  case.  It  is  generally  based  upon  what  a  given  assessor  or 
witness  happens  to  know  about  any  definite  piece  of  property.  Hence 
the  result  of  opinion  is  largely  a  guess.  It  is  too  vague,  indefinite  and 
uncertain  to  be  depended  upon  in  locating  or  fixing  value  for  any  pur- 
pose and  especially  for  assessment,  where  it  should  be  absolutely  correct, 
in  order  to  prevent  discrimination  and  treat  all  alike. 

This  can  and  will  be  had  with  more  uniform  dependence,  accuracy  and 
reliability  by  utility  than  any  other  plan.  If  opinions  or  sworn  testi- 
mony do  not  make  value — but  tenants  do,  who  yay  rent,  when  it  is  prop- 
erly equalized.  Then  why  not  get  value,  first  hand,  direct  from  the 
tenant  or  landlord,  which  is  the  highest  and  best  evidence  instead  of 
second,  third,  or  lower  grade — ^evidence  from  those  who  have  opinions 
for  rent  or  sale,  which  are  not  worth  a  soap  bubble,  because  you  can 
generally  get  all  you  want  on  either  side  of  a  contest  for  the  asking. 
It  is  admitted  by  the  highest  authority  that  opinions  vary  from  one  to 
fifty  per  cent  (unless  they  compare  notes  before  testifying),  hence  can 
be  of  but  little,  if  any,  aid  in  establishing  real  value. 

Webster 's  dictionary  says :  ' '  Opinion  is  sentiment,  notion,  persuasion, 
idea,  view;  it  is  belief  stronger  than  impression  but  less  strojig  than 
POSITIVE  KNOWLEDGE."  Our  plan  of  utility  justly  equalised,  can 
be  had  from  both  the  tenant  and  landlord  and  is  a  double  source  of 
POSITIVE  KNOWLEDGE.  Besides  it  is  the  highest  and  best  evidence 
obtainable  of  real  value  vender  any  and  all  circumsta^jces,  regardless  of 
kind,  size,  shape  or  location. 

This  does  not  mean  the  highest  or  lowest  rental  value  of  1,  2,  3,  4  or 
more  lots  or  buildings  (whether  occupied  or  vacant),  but  the  fairly  aver- 
age annual  rental  value  for  the  entire  blocTc  or  neighborhood. 

The  result  or  value  must  be  had  from  fair  and  honest  comparison  in  all 
cases.  This  rule  can  be  applied  with  great  accuracy  and  justice  to  all 
middle  or  inside  lots  and  improvements. 


266  NATIONAL  TAX  ASSOCIATION 

Pages  5  and  6  of  Taxation  clearly  demonstrate  how  to  ascertain  the 
value  of  all  business  corner  lots.  The  value  of  each  business  corner 
building  or  improvement  wdU  almost  be  a  distinct  and  separate  law 
unto  itself,  which  each  year 's  average  rental  value  alone  can  solve,  prove 
and  demonstrate. 

The  use  of  standards  in  real-estate  assessments  are  of  the  greatest  im- 
portance' hence  we  take  utility,  or  rather  the  new  manner  and  application 
of  the  word  utility  as  our  standard,  this  statistical  information  of  real 
value,  wiU  be  built  up,  made  stronger,  more  accurate  and  reliable  from 
year  to  year  and  in  a  few  years  should  be  absolutely  correct.  It  may 
be  applied  to  one  piece  of  property,  a  whole  block  or  a  whole  neighbor- 
hood, by  a  boy  of  average  intelligence  or  an  accountant,  as  well  as  any 
assessor  or  so-called  expert  on  values.  The  correct  application  of  this 
rule  must  and  will  solve  the  most  difficult  questions  of  corner  lot  value, 
next  lots  to  corner  value,  middle  lots  value,  regular  or  irregular  shaped 
lots  value,  water  front  lots  value,  franchise  value,  or  any  other  value, 
where  many  elements  and  factors  unite  to  produce  value,  in  all  cases 
justly  and  without  error.  Because  it  is  the  most  natural,  reasonable, 
feasible  and  accurate  way  of  ascertaining  real  value.  Is  it  not  about 
what  information  or  knowledge  an  average  insurance  company  or  savings 
bank  would  require,  to  base  the  value  on  a  given  piece  of  property,  be- 
fore making  a  loan,  or  a  prudent  business  man  before  making  a  purchase 
of  any  kind  of  property?  See  page  6  on  taxation.  If  this  rule  is 
conscientiously  and  honestly  administered,  absolute  equality,  fairness  and 
justice  must  result. 

The  law  in  Ohio  and  some  other  states  is  as  follows,  viz.:  "  Any  as- 
sessor who  shall  wilfully  or  knowingly  fail  to  equalize  any  personal  or 
real  propeHy  according  to  its  true  value  in  money,  shall  bo  fined  $50  to 
$500  and  in  addition  shall  forfeit  his  office  or  position." 

Is  it  not  a  slmme  and  disgrace  that  this  or  a  similar  statute  is  not  in 
effect  in  Colorado  and  every  other  state?  Then  Mr.  Assessor  would  not 
insolently  and  autocratically  say  as  they  do  now:  "  Go  to  the  courts  if 
you  don 't  like  my  assessment, ' '  no  matter  how  erroneous  or  discrim- 
inatory, just  as  they  feel.  According  to  our  present  Colorado  law,  they 
may  just  as  well  say  go  to  destruction — because  the  amount  is  always 
small,  never  large  enough  to  justify  the  expense — attorneys '  fees,  court 
costs,  witness  fees,  etc.,  time  and  bother,  even  if  one  is  successful,  will 
still  be  loser  and  much  out  of  pocket  in  the  end.  Does  it  not  generally 
mean  successful  discrimination  and  confiscation  of  that  amount  from  the 
individual,  which  he  can  not  afford  to  go  to  law  about,  to  get  backt 
Is  not  this  principle  ana  fact  well  known  to  all  assessors  as  well  as  those 
large  taxpayers,  who  may  receive  special  privilege,  by  having  their 
property  undervalued  and  especially  where  they  make  large  campaign 
contributions? 

Apply  the  penalty  liberally  for  misconduct  of  assessors — fine  $50  to  $500 
and  forfeiture  of  office  or  position.  Then  errors,  mistakes  and  discrimin- 
ations will  be  promptly  and  justly  corrected — and  we  wiU  no  longer  be 
told,  "  go  to  the  courts  if  you  don't  like  my  assessment." 
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We  have  been  complimented  very  highly  on  our  pages  No.  5  and  6  of 
Taxation.  Also  pages  No.  9  and  10,  where  we  justly  criticise  the  plan 
now  in  use  in  New  York  City,  Chicago,  Philadelphia,  etc. 

To  all  who  wish  more  detailed  information  on  this  subject,  we  refer 
to  our  eight  pages  of  vigorous  amended  protest  and  supplement  to 
amended  protest  against  the  adopting  of  the  Somers  or  LTnit  system  of 
taxation,  both  dated  October  4,  1911,  to  the  assessor  of  the  City  and 
County  of  Denver,  Colorado. 

No  man  dares  say  what  lasting  and  uplifting  results  will  follow  from 
the  adopting  of  the  plan  of  utility  justly  equalized  as  a  basis  of  taxation, 
entering  intimately  into  the  life  of  every  taxpayer,  throughout  the  world. 

I'his  system  of  taxation  is  not  meant  or  intended  to  be  merely  local; 
but  is  equally  applicable  to  any  city  or  community,  large  or  small  no 
matter  where  located. 

A  false  balance  is  abomination  to  the  Lord,  but  a  just  weight  is  his 
delight Proverbs  xi.  1. 

A  Plea  for  the  Much  Abused  Assessor 

What  officer  is  more  universally  condemned  and  abused  than 
the  common  county  assessor  ?  Why  ?  Simply  because  he  finds 
it  impossible  to  administer  the  duties  of  his  office  in  a  prac- 
tical manner  as  is  so  curtly  and  beautifully  worded  in  all  con- 
stitutions in  theory  and  as  evidenced  by  his  oath  of  office. 
Now  instead  of  being  condemned  for  not  accomplishing  that 
which  is  clearly  impossible,  to  render  relative  and  uniform 
value  to  all  alike,  should  he  not  have  our  sympathy  in  his 
dilemma,  at  least  until  we  should  be  given  a  fair  trial  at  his 
job.  When  much  to  our  amazement  and  chagrin,  it  would 
probably  be  found  that  we  had  done  but  little  if  any  better 
than  the  much  abused  assessor.  Why?  Simply  because  we, 
like  him,  have  no  dependable  tools  or  rules  to  work  with  to 
produce  a  stable  basis,  to  assist  our  poor,  weak,  fagged-out 
memory  or  mere  opinion  to  fix  all  value. 

Give  him  proper  rules  and  tools  to  work  with,  then  he 
will  do  you  a  better  job.  Assessors  are  only  human,  and  mor- 
tals are  subject  to  error,  but  suppose  we  entirely  relieve  him 
of  this  monstrous  and  fearful  responsibility  of  personal  judg- 
ment, mere  opinion  to  fix  all  value.  Does  it  not  behoove  us 
to  do  this  quickly  ?  Have  we  not  all  been  finding  fault,  criti- 
cising his  numerous  errors  and  work  for  more  than  a  quarter 
of  a  century? 
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Perhaps  at  best,  the  poor,  weak,  vacillating  opinion  or  ran- 
dom human  judgment  is  too  frail  to  be  depended  upon  to 
render  correct  value.  If  so,  had  we  better  not  help  him, 
instead  of  condemning  him.  How?  Give  him  the  plan  of 
utility,  etc.,  to  work  with  where  the  path  is  clearly  mapped 
out  for  his  wear^^  brain  and  tired  feet.  Here  he  can  hardly 
go  astray,  because  all  he  has  to  do  with  this  system  is  to 
gather  values,  and  his  clerks  can  do  this.  Correct  values  are 
always  fixed  by  the  tenant  and  landlord  or  the  contractile 
parties  and  are  ever  ready  for  codification  and  use.  These 
values  represent  the  honest  earning  power  of  the  property, 
the  actual  monthly  or  annual  rent  paid  by  the  tenant  and  re- 
ceived by  the  property  owner  or  his  agent,  both  being  under 
oath  with  severe  penalty  for  misrepresentation.  This  equals 
the  gross  earning,  which  is  also  readily  ascertained  from  all 
corporations. 

This  plan  will  solve  most  of  your  tax  problems  in  any 
community  because  it  chiefly  relieves  the  assessor  from  fixing 
any  values ;  all  he  has  to  do  is  to  gather  and  record  the  values 
as  he  finds  them.  All  values  are  created  and  definitely  fixed 
by  the  merchants  and  business  people  generally  and  not  by  the 
assessor  or  appointee  of  any  town  or  city.  The  chief  trouble 
has  been  up  to  the  present  time,  the  assessors,  deputies,  tax 
commissions,  have  been  perverting  values  in  the  towns  and 
cities.  Many  of  them  have,  owl-like,  looked  wise  and  made 
a  heterogeneous  mess,  by  attempting  to  falsely  create  values 
where  there  were  none  and  declare  no  value  where  there  was 
great  value.  Thus,  by  ignorance  or  design,  doing  great  in- 
justice all  around,  by  mixing,  entangling  and  complicating 
what  really  is  and  may  easUy  be  made,  by  a  little  clear 
thought  and  action,  a  very  simple  subject. 

Divide  all  property  of  every-  kind  into  as  many  classes  or 
sub-divisions  as  may  be  convenient  or  necessary  for  fair  list- 
ing and  comparison,  but  suhject  all  to  one  simple  rule  or  base 
to  ascertain  value,  viz. :  utility. 

Wliile  this  suggestion  may  not  be  a  panacea,  in  rendering  ab- 
solute justice  to  all  alike ;  will  it  not  approach  and  come  nearer 
universal  equity  than  any  plan  or  system  now  in  use?  Will 
it  not  simplify  and  dispense  with  the  present  complex  hetero- 
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geneous  attempt  at  the  clearly  impossible,  by  using  or  apply- 
ing two  or  more  rules  or  bases  to  the  different  types  and 
classes  of  property  to  ascertain  value? 

Obviously  ivith  hut  one  common  base,  it  will  be  the  easiest, 
the  simplest,  the  shortest,  as  well  as  the  most  accurate  way  of 
justly  comparing  one  piece,  class  or  type  of  property  with  all 
other  property  to  unify,  fairly  equalize  and  ascertain  true 
value. 

The  so-called  opinion  or  judgment  of  the  assessor  need  not 
be  relied  upon  under  this  plan  for  the  gross  earning  of  nearly 
all  public  corj^orations  as  well  as  most  private  corporations 
are  already  a  matter  of  public  information  and  all  individual 
property  of  every  kind  or  nature  with  a  little  persuasion  and 
patience  will  lend  itself  to  be  essentially  reduced  to  the  same 
gross  earning  basis. 

Then  capitalize  each  class  of  property  at  the  same  per  cent 
and  all  classes  of  property  at  the  same  uniform  per  cent  as 
near  as  each  separate  class  will  admit  of  for  purposes  of  fair 
comparison  and  just  taxation.  This  is,  in  a  nutshell,  exactly 
what  we  mean  by  the  utility  system  of  taxation.  Simply 
changing  from  an  uncertain  value  basis  to  a  certain  gross 
earning  basis.  With  this  system  the  tax  adjusts  itself  to  any 
shifting  conditions  of  business.  "When  the  volume  of  business 
is  large,  the  tax  increases  and  when  business  declines,  the  tax 
is  automatically  reduced.  It  is  simple,  certain,  fair  to  the 
public  and  all  companies,  and  easy  to  administer. 

Some  men  give  so  much  of  their  time  and  mind  to  possess 
tact  in  toadying  to  their  superiors,  that  they  have  neither 
left  for  themselves. 

I  suppose  it  was  not  tact  on  my  part  to  refer  to  the  leading 
economists  for  not  criticising  the  Somers  System  ere  this,  but 
at  least  we  would  have  to  hint  that  way,  because  we  thought  it 
and  what  is  the  difference  from  thinking  quietly  or  out  loud 
or  putting  it  on  paper.  This  is  equally  true  in  criticising 
the  Hoffmau-Neill  Rule,  or  the  Somers  System  of  Taxation, 
or  the  Denver  Tax  Payers  League  or  Club,  or  The  Denver 
Delegation  to  this  Conference,  or  County  Assessor,  or  City 
Officials,  in  condoning  the  wrong  to  utility  corporations  b}' 
relieving  them  of  paying  $185,000.00  in  taxes,  simply  because 
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they  see  fit  to  litigate,  etc.     See  the  Denver  Rocky  Mountain 
Neivs,  July  22,  1915. 

We  kindly  ask  that  each  and  every  interest,  state,  city 
and  individual,  be  big  enough  to  forget  and  forgive  this  ap- 
parent want  of  mode,  style  or  tact  in  dealing  with  facts  in  a 
quick,  short,  plain,  homely  way.  We  have  never  learned  the 
art  of  flattery  or  deception,  nor  do  we  care  to ;  hence  we  can 
never  hope  to  be  a  popular  thinker  or  writer. 


THE  GENERAL  PROPERTY  TAX  IN  KENTUCKY 
William  A.  Robinson 

Mr.  President  and  Gentlemen:  As  one  of  the  delegates  ap- 
pointed by  the  Governor  of  Kentucky,  I  submit  this  statement 
to  the  conference. 

The  National  Tax  Association  has  been  of  very  material 
aid  to  us  in  Kentucky,  in  furnishing  reliable  data,  which  has 
had  no  little  influence  in  arousing  an  interest  in  this  subject 
of  vital  importance,  viz. :  State  and  Local  Revenue  and 
Taxation. 

Kentucky  in  1891 — her  new  Constitution — the  4th — in- 
cluded the  unwise  arbitrary  General  Property  Tax  System 
— leaving  no  discretion  with  the  legislature — a  thing  not  done 
in  the  three  previous  constitutions. 

Struggling  under  the  handicap  of  this  inequitable  and  un- 
workable system — we  have  turned  away  capital  and  popu- 
lation, from  this  great  state,  of  unusual  natural  resources  and 
advantages. 

We  have  restricted  the  states  resources,  so  that  to-day  we 
face  a  deficit  of  about  three  million  dollars,  in  current  ex- 
penses. We  have  an  annual  revenue  of  only  seven  and  one- 
half  million — total  assessed  value  850  millions. 

We  have  increased  the  burden  on  real  estate,  both  in  as- 
sessment valuations  and  the  tax  rate. 

Property  owners — (real  estate) — farmers  and  city  people, 
have  finally  waked  up,  and  see  now,  the  force  of  the  ivarnings 
earnestly  presented  for  several  years  past. 

In  1912 — The  legislature  in  both  branches,  by  large  ma- 
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jority,  (%  vote  required) — ordered  au  amendment  to  the 
constitution,  which  would  relieve  the  situation,  submitted  to 
the  people  at  the  next  general  election  held  in  November  1913. 

This  amendment  carried  by  30,000  majority — a  remark- 
able popular  endorsement. 

Unfortunately  the  secretary  of  state  failed  to  carry  out  the 
requirement  of  the  constitution,  viz. :  to  publish  notice  at  least 
90  days  before  the  election,  of  the  proposition. 

This  ample  notice  was  given,  and  more  attention  directed 
thereto,  because  of  the  general  comments  by  the  papers  of  the 
state,  to  this  fact,  the  Court  of  Appeals  decided  that  the  letter 
of  the  constitution  must  be  complied  mth  and,  therefore,  the 
election  was  void. 

The  legislature  of  1914 — again  ordered  the  amendment  sub- 
mitted— in  November  1915 — the  earliest  possible  date. 

The  secretary  of  state  has  already  published  the  notice 
in  ample  time. 

Those  working  for  reform  are  sanguine  of  success. 

The  amendment  is  not  mandatory,  but  confers  authority 
upon  the  legislature  to, 

1st  Classify  Property  and  to  fix  different  rates  of  tax  upon 
different  classes, — but  all  of  any  one  class  to  pay  the  same  rate. 

2nd  To  segregate  properties  so  that  the  state  shall  derive 
revenue  from  certain  properties — and  counties  or  municipali- 
ties from  other,  to  the  end  that  eventually  a  system  may  be 
evolved,  which  will  impose  only  one  tax  on  any  property. 

3rd  The  amendment  itself  exempts  all  puhlic  honds — state, 
county  or  city — for  roads,  bridges,  schools,  or  any  issued  for 
any  public  purposes,  from  all  taxation.  Twenty-four  states 
now  have  by  law  this  exemption. 

Success  in  November  next  means,  placing  authority  with 
the  legislature,  which  meets  in  January  1915,  to  make  com- 
plete revision  of  the  revenue  laws. 

With  wise  action  at  that  time,  Kentucky  will  turn  around 
and  take  her  rightful  place,  in  the  prosperous  column — of  the 
states  of  the  union. 

Kentucky's  experience  points  clearly  to  the  unwise  method 
of  taxation — as  demanded  by  the  General  Property  System. 
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It  points  also  to  the  need  of  care  in  all  details  involving  the 
important  matter  of  Amending  a  State  Constitution. 

THE  TENNESSEE  SPECIAL  TAX  COMMISSION 

OF  1915 

Wallace  McClure 

Secretary  of  the  Tennessee  Special  Tax  Conmiissiou 

The  two  most  characteristic  features  of  present-day  tax 
evolution  in  the  United  States  are,  doubtless,  the  tendency 
to  bring  wider  areas  under  a  single  administrative  control,  and 
the  universal  effort  amongst  intelligent  students  and  workers 
to  find  substitutes  for  the  taxation  of  general  property.  The 
first  is  due  not  only  to  the  lessons  taught  by  repeated  admin- 
istrative failures  where  centralized  control  is  lacking,  but  also 
to  the  ever-widening  consciousness  of  the  people,  who  are 
becoming  increasingly  able  to  think  in  broader  terms  and  trust 
governing  agents  that  are  farther  removed  from  their  im- 
mediate acquaintance  and  control.  The  second  results  from 
the  growing  realization  that  a  man's  total  possessions  do  not 
form  the  best  index  to  his  tax-jjaj^ng  ability  and  that  the 
legal  concept  of  property  has  absolutely  no  relation  to  the 
economic  concept  of  value. 

The  significance  of  the  recommendations  made  by  the  special 
conunission  appointed  by  the  governor  of  Tennessee  early  in 
1915,  which  sat  for  more  than  a  month  investigating  the  ques- 
tions of  assessment  and  taxation,  lies  in  the  fact  of  their  com- 
plete accord  with  the  typical  American  development. 

The  constitution  of  the  state  has,  since  1870,  contained  the 
mandate  that  all  property  shall  be  taxed  equally  and  uni- 
formly and  in  the  absence  of  an  amendment,  the  work  of  the 
commission  seemed  to  be  limited  to  the  improvement  of  ad- 
ministration with  a  view  of  attaining  to  the  highest  degree, 
taxation  according  to  property  owned — the  fulfilment  of  the 
general  property  tax  ideal  of  ability.  It  therefore  regarded 
as  its  most  important  recommendation  the  creation  of  a  per- 
manent central  "  Tennessee  Tax  Commission."  This  per- 
manent tax  commission  was  to  consist  of  a  citizen  from  each 
of  the  three  grand  divisions  of  the  state,  who  must  be  thirty 
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years  of  age,  a  resident  of  the  state  for  five  years  and  a  free- 
holder, to  be  appointed  by  the  governor  for  the  term  of  six 
years,  so  arranged  that  one  member  should  retire  every  two 
years.  Except  in  the  case  of  the  first  commission,  of  which 
the  six-year  appointee  should  be  chairman,  the  commission 
was  to  elect  its  chairman.  Each  commissioner  was  to  devote 
his  entire  time  to  his  official  duties  and  receive  a  salary  of 
four  thousand  dollars  per  year — the  chairman  five  hundred 
additional,  though  no  especial  duties  were  assigned  to  him. 
Commissioners  were  to  be  forbidden  to  serve  on  or  under  any 
committee  of  any  political  party  or  organization  and  were 
to  be  removable  by  the  governor  for  cause,  after  a  hearing 
and  on  presentation  of  the  causes  in  writing,  which  writing 
was  also  to  be  a  public  record. 

The  commission  was  to  have  the  duty  of  maintaining  an 
office  in  the  capital  and  ample  authority  to  obtain  information, 
administer  oaths,  summon  witnesses,  make  rules  for  its  own 
government  and  for  the  state  and  county  assessors  and  boards 
of  equalization  and,  in  short,  to  do  whatever  should  be  neces- 
sary to  carry  out  the  provision  of  the  law.  The  bill  provided 
that  it  should  be  the  duty  of  the  commission  to  remove  from 
office  the  assessor  of  any  county  who  should  fail  or  refuse 
to  comply  with  his  duties  of  office  and  appoint  his  successor 
to  hold  office  until  the  first  of  January  after  the  next  regular 
county  election,  when  an  assessor  should  be  chosen  to  fill  the 
vacancy.  Until  the  commission  had  certified  that  he  had 
complied  with  the  law,  no  assessor  was  to  be  fully  paid.  As- 
sessors were  to  be  required  to  furnish  bi-weekly  reports  con- 
cerning assessment  and  sales  of  property. 

The  commission  was  to  hold  such  meetings,  regular  and 
special  as  it  should  deem  necessary  and  an  equalization  session 
annually  to  review  the  assessments  of  the  year  and  finally  to 
pass  upon  them.  Its  jurisdiction  was  to  extend  to  all  property 
in  the  state — thus  taking  the  place  of  both  state  boards  of 
equalization  and  adding  to  their  functions  the  equalization  of 
advalorem  taxation  of  merchants.  Furthermore,  the  com- 
mission was  to  raise  and  lower  entire  counties  as  well  as  dis- 
tricts and  wards  should  occasion  arise. 

The  county  equalization  boards  were  to  consist  of  three 
18 


274  NATIONAL  TAX  ASSOCIATION 

freeholders  (citizens  of  the  county  six  years;  justices  of  the 
peace  ineligible)  appointed  by  the  tax  commission  from  lists 
of  ten  names  submitted  by  the  chairman  of  each  county  court 
and  the  mayor  of  the  largest  municipality  in  the  county. 

The  commission  was  to  be  required  to  exercise  all  its  power 
to  procure  assessment  at  actual  cash  value.  An  oath  to  do  so 
was  made  condition  precedent  to  its  members'  taking  office 
and  on  completing  the  work  of  equalization  they  were  to 
certify  that  they  had  done  so.  The  duty  of  complying  with 
the  commissioner's  orders  and  furnishing  required  informa- 
tion (usually  on  blanks  furnished  by  the  commission)  was 
to  devolve  upon  all  subordinate  assessment  and  collection 
officials.  There  was  to  be  left  no  room  to  doubt  the  tax  com- 
mission's complete  ascendency  as  actual  and  titular  head  of 
the  state's  taxation  system.  Not  the  least  interesting  of  its 
duties  was  thus  stated : 

The  commission  shall  prepare  and  adopt  tax  maps  for  each  county 
in  the  state  as  soon  as  practicable.  The  state  geologist  and  aU  other 
public  officials,  when  called  upon  to  do  so  by  the  commission,  shall 
render  such  aid  in  the  preparation  of  tax  maps  as  may  lie  within  their 
power,  consistent  with  the  duties  of  their  office. 

The  enactment  of  laws  creating  this  seemingly  efficient  ma- 
chinery for  securing  trae  value  assessments  would  make  abso- 
lutely necessary  the  curtailment  of  the  tax  rates;  otherwise 
ruinous  levies  would  result.  The  attorney  general  of  the  state 
was  of  the  opinion  that  the  legislature  could  not,  without  dele- 
gating its  taxing  power,  empower  the  tax  commission  to  fix 
the  rate,  but,  copying  from  the  laws  of  Missouri,  a  bill  was 
drafted  and  recommended  which  pro\dded  that,  as  the  actual 
amount  of  the  assessment  of  the  state  should  increase  the  rate 
for  state  and  school  purposes  should  automatically  decrease, 
from  thirty-five  and  fifteen  cents,  respectively,  until  the  as- 
sessment should  be  eight  hundred  millions  to  twenty,  and 
eight  when  the  assessment  should  be  fifteen  hundred  millions. 
The  assessment  figures  were  to  include  mercliant's  valuations 
for  the  ad  valorem  tax. 

Even  more  serious  was  the  possibility  of  too  great  an  in- 
crease in  local  taxes.  To  prevent  this  in  the  same  bill  was 
included  the  following : 
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No  county  or  municipality  shall  levy  taxes  for  the  year  1915  more 
than  six  per  centum  in  excess  of  the  levy  of  1914;  and  in  no  subse- 
quent year  shall  any  county  or  municipality  levy  taxes  for  more  than 
six  per  centum  in  excess  of  the  taxes  levied  for  the  previous  year; 
provided,  however,  that  the  provisions  of  this  section  shall  not  apply 
to  privilege  taxes. 

However  desirable  efficient  administration  of  a  state's  tax 
system — of  whatever  kind  it  is — may  appear  to  the  theoretical 
apologist  of  the  general  propertj^  tax,  practical  common  sense 
made  the  fact  clear  to  the  commission  that  its  provisions  for 
increased  efficiency  could  only  make  more  unjust  the  taxa- 
tion of  intangible  personalty  in  the  same  manner  as  other 
property. 

The  best  thought  of  the  commission  was  expended  upon  a 
method  of  taxing  at  a  different  rate  certain  classes  of  in- 
tangible personalty,  with  the  purpose  of  eliminating  palpable 
double  taxation  and  at  the  same  time  of  getting  some  revenue 
which  latter  desideratum  appeared  to  be  utterly  lacking  under 
the  general  property  taxation  of  intangibles. 

The  most  interesting  of  these  proposals  called  by  its  au- 
thor, Mr.  H.  M.  Breeson,  of  Knoxville,  the  Validating  System 
of  Taxation,  provided  for  the  exemption  for  local  purposes, 
of  everything  save  land,  thus  making  the  low  state  rate  the 
total  rate  for  intangible  personalty,  the  tax  to  be  paid,  in 
case  of  evidences  of  indebtedness,  by  affixing  a  stamp,  like  a 
federal  internal  revenue  stamp,  under  penalty  of  non-negoti- 
ability and  non-coUectibility  of  the  instrument. 

His  contention  was  that  the  legislature  was  without  con- 
stitutional ^  restriction  in  deciding  upon  the  sources  of  local 
taxation,  and,  indeed,  had  exercised  its  liberty  by  allowing 
special  assessments  for  local  improvements  based  upon  land 
values  only. 

The  attorney  general  quickly  disposed  of  this  reasoning  by 

1  The  General  Assembly  shall  have  power  to  authorize  the  several 
counties  and  incorporated  towns  in  this  State  to  impose  taxes  for  county 
and  corporation  purposes  respectively,  in  such  manner  as  shall  be  pre- 
scribed by  law;  and  all  property  shall  be  taxed  according  to  its  value, 
upon  the  principles  established  in  regard  to  State  taxation."  Art. 
II,  see.  29. 
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calling  attention  to  the  clause  of  the  constitutional  provision, 
that  ' '  all  property  shall  be  taxed  according  to  its  value,  upon 
the  principles  established  in  regard  to  state  taxation. ' '  Surely 
no  principle  of  state  taxation  was  more  clear  than  that  the 
property  tax  should  be  upon  all  property ;  and,  furthermore, 
the  court  held  that  a  special  assessment  was  not  a  tax  within 
the  meaning  of  the  constitution. 

"  All  property  must  be  taxed,"  he  is  reported  to  have 
said,  "  .  .  .  .  and  must  be  equalized  with  other  property. 
The  legislature  can  delegate  its  taxing  power  .  .  .  .  ,  but  it 
can  only  delegate  what  it  has  itself.  It  can  withhold  this 
delegation,  but  if  it  extends  it,  it  must  extend  it  according 
as  is  its  possession." 

The  attention  of  the  attorney  general  was  called  to  the  sec- 
tion of  another  bill  that  was  before  the  commission  which  at- 
tempted, by  careful  wording  and  quotation  from  the  con- 
stitution to  make  it  appear  that  the  constitution  did  not  in- 
tend that  mere  evidences  of  the  ownership  of  property  should 
constitute  property  within  the  meaning  of  the  tax  clause. 
This  bill  proposed  to  enact: 

that  all  property,  real  and  personal,  shall  be  assessed  for  taxation  for 
state,  county  and  municipal  purposes;  .  .  .  and  that  all  property  shall 
be  assessed  according  to  its  value  so  that  taxes  shall  be  equal  and  uni- 
form throughout  the  state,  to  which  end  the  assessment  of  the  same 
value  more  than  once  is  hereby  forbidden  and  in  case  a  property  is  as- 
sessed, no  assessment  shall  be  made  against  any  evidence  of  legal  or 
equitable  interests  in  the  same  property,  or  the  owners  of  such  inter- 
ests, unless  they  represent  values  separate  from  and  in  addition  to  the 
value  of  the  property  against  which  or  its  owners  an  assessment  has 
been  or  is  to  be  made  for  a  given  year.  For  example,  where  an  as- 
sessment is  made  against  realty  or  the  owner  of  personalty,  no  assess- 
ment shall  be  made  against  notes  or  other  evidences  of  indebtedness 
secured  by  the  same.  It  is  hereby  declared  that  the  term  property,  for 
purposes  of  taxation,  shall  include  the  combined  legal  and  equitable 
interest  therein,  and  evidences  of  indebtedness  secured  thereby,  and  the 
legal  and  equitable  interests  and  evidences  of  indebtedness  shall  not  be 
assessed  separately  from  the  property  itself. 

The  real  effort  was  to  place  the  tax  upon  property  consid- 
ered as  an  economic  concept  based  on  intrinsic  value  instead 
of  as  a  legal  concept. 


II 
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The  validity  of  the  proposed  enactment  in  constitutional 
law,  however,  presupposed  a  right  of  the  legislature  to  define 
the  word  "  property  "  as  used  in  the  constitution,  and  the 
Supreme  Court  decisions  defining  evidences  of  property  to  be 
property  seemed  to  the  attorney  general  an  insuperable  bar- 
rier to  its  validity.  It  was  accordingly  dismissed  from  the 
consideration  of  the  commission. 

Though  evidences  of  indebtedness  could  not  be  exempted, 
since  they  were  outside  the  definition  of  property,  the  at- 
torney general  thought  that,  as  property,  they,  or  certain  of 
them,  could  be  declared  by  the  legislature  to  be  within  the 
meaning  of  the  word  "  bonds  ''  as  used  in  the  constitution, — 
"  the  legislature  shall  have  power  to  levy  a  tax  upon  incomes 
derived  from  stocks  and  bonds  that  are  not  taxed  advalorem  ' ' 
— and  accordingly  he  advised  the  commission  to  levy  an  in- 
come tax  on  certain  evidences  of  indebtedness  declared  to  be 
bonds  and  exempt  from  advalorem  taxation. 

This  proposal  was  accordingly  adopted,  for,  though  it  con- 
fessedly stood  on  the  same  constitutional  basis  (the  right  of 
the  legislature  to  define  a  word  in  the  constitution, — ''bonds" 
instead  of  "property")  as  did  the  more  inclusive  proposals 
given  above,  there  existed  no  decisions  whereby  the  cry  of 
stare  decisis  might  be  invoked  should  the  proposed  tax  law 
come  before  the  courts. 

According  to  its  report  the  commission  sought  to  make  it 
appear  that  the  payment  of  an  income  tax  on  "bonds"  was 
the  result  of  "a  method  of  arriving  at  their  value,"  thus 
anchoring  the  provision  also  to  the  constitutional  clause  that 
value  is  to  be  ascertained  "  in  such  manner  as  the  legisla- 
ture shall  direct." 

The  wording  of  the  section  of  the  General  Assessment  Bill 
proposed,  by  which  the  commission  sought  to  enact  its  income 
tax,  is  as  follows : 

All  personal  property  of  every  kind  shaU  be  assessed  under  the  fol- 
lowing classifications:   .... 

Class  5.  All  evidences  of  indebtedness  issued  by  the  state '  or  by 
any  political  subdivision  thereof,  and  all  evidences  of  indebtedness  the 
payment  of  which  is  secured  by  lien,  trust  deed,  or  mortgage  on  real 
(or  personal)  property,  shaU  be  classed  as  bonds 
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All  bonds  as  defined  in  class  5  subdivision  1  of  this  section  shall  be 
listed  at  their  par  value.  The  tax  list  shall  also  show  the  gross  annual 
income  from  such  bonds,  and  the  tax  thereon  shall  be  one-tenth  part 
of  such  gross  annual  income.  This  tax  shall  go  to  the  state,  and 
shall  be  in  lieu  of  all  other  taxes  on  such  bonds.  No  county,  municipal- 
ity, or  taxing  district  shall  have  the  right  to  levy  such  tax  or  otherwise 
tax  this  class  of  property. 

A  small  registration  tax  (one  dollar  per  thousand  on  con- 
sideration or  amount  secured)  was  proposed  for  transfer, 
mortgage  and  trust  deeds,  which  should  not  be  registered  until 
the  register  should  receive  certification  from  the  county  court 
clerk  that  the  tax  had  been  paid.  Shares  of  stock  were  to  be 
exempt  where  the  property  they  represent  should  be  taxed. 

Numerous  minor  recommendations  were  made  by  the  com- 
mission, among  them  annual  assessments,  separate  assessing 
and  reporting  of  land  and  improvements  and  tangible  and 
Intangible  personalty,  a  less  cumbersome  method  of  preparing 
assessment  books,  inclusion  of  goodwill  in  valuing  corporate 
property,  the  requirement  that  all  claims  to  title  in  land 
should  be  listed  and  taxed  at  their  full  value  under  penalty 
of  being  rendered  unsupportable,  the  consideration  of  earning 
capacity,  possibility  for  every  sort  of  use  and  of  future  in- 
crement in  ascertaining  the  ' '  actual  cash  value  ' '  of  property, 
a  more  complete  assessment  of  unimproved  suburban  realty 
and  the  taxation  of  rented  and  unimproved  properties  form- 
erly exempted  to  educational,  religious  and  charitable  in- 
stitutions. Some  of  these,  especially  the  listing  of  all  claims 
to  land  in  an  effort  to  destroy  "  wild-cat  "  claims,  were  of 
the  utmost  importance  to  the  state,  but  from  the  point  of 
view  of  the  tax  reformer  outside  Tennessee  they  desrve  no 
comment. 

The  legislature  consumed  the  time  to  which  the  constitution 
limited  it  without  considering  the  bills  embodying  the  com- 
mission's recommendations  and  adjourned,  leaving  the  com- 
mission's work,  at  least  temporarily,  without  practical  effect. 
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REPORT  OF  THE  COMMITTEE  ON  THE  FEDERAL 
INCOME  TAX 

Your  Committee  has  been  guided  in  its  deliberations  by 
the  hope  of  aiding  in  a  constructive  reform  of  the  in- 
come-tax law.  We  have  not  entered  into  the  general  question 
of  the  desirability  of  the  retention  of  the  income  tax  as  a  part 
of  our  revenue  system.  There  seems  to  be  no  demand  through- 
out the  country  for  a  repeal  of  the  law.  There  is,  however,  a 
general  dissatisfaction  with  its  complexity  and  strong  objec- 
tion to  several  of  its  provisions  which  are  contrary  to  the 
principles  of  just  taxation,  work  unnecessary  hardship  and 
result  in  unfair  discrimination  between  various  classes  of 
taxpayers. 

The  Committee  has  therefore  devoted  most  of  its  attention 
to  the  problem  of  simplifying  the  law  and  suggesting  such 
changes  as  will  tend  to  make  it  operate  more  equitably.  There 
are,  however,  some  general  considerations  that  should  be 
borne  in  mind  when  any  comprehensive  alterations  of  the  law 
are  undertaken.  We  shall,  therefore,  relegate  to  the  conclu- 
sion some  of  these  general  considerations,  reserving  our  spe- 
cific recommendations  for  the  report  proper. 

Before,  however,  we  present  our  specific  recommendations, 
your  Committee  would  like  to  call  particular  attention  to  the 
need  of  correcting  the  many  verbal  infelicities  of  the  present 
law. 

It  is  recognized  that  the  construction  of  the  act  by  the  rul- 
ings of  the  Treasury  Department  has  tended  to  clarify  many 
of  its  ambiguous  and  obscure  passages.  On  the  other  hand, 
your  Committee  believes  that  such  construction  has  operated 
to  the  detriment  of  the  taxpayers  in  several  instances,  notably 
that  with  regard  to  the  deduction  of  losses  incurred  in  trade. 

While  the  Committee  does  not  question  the  propriety  of 
any  rulings  that  have  been  made,  it  desires  to  call  attention 
to  the  fact  that  the  trouble  is  frequently  to  be  ascribed  to  the 
lack  of  clearness  in  the  law  itself.    The  language  of  the  law  is 
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in  need  of  great  improvement.  The  lack  of  system  in  the  ar- 
rangement of  subsections  and  paragraphs,  the  long  and  in- 
volved sentences  and  the  frequent  introduction  of  provisos 
make  the  act  most  difficult  to  understand.  Your  Committee 
desires  to  express  its  earnest  hope  that  especial  attention  will 
be  paid  to  this  point.  The  recasting  of  the  language  of  the 
lav4^  should  be  undertaken  by  experts  qualified  to  deal  with 
so  intricate  and  complex  a  task.  No  congressional  committee 
working  under  pressure  of  other  matters,  and  with  the  limited 
time  at  its  disposal,  can  be  expected  to  draft  and  to  work 
out  satisfactorily  the  minute  details  of  arrangement  of  an  act 
such  as  this.  And  it  would  be  of  little  avail  for  your  Com- 
mittee to  undertake  the  task.  Our  first  and  most  important 
general  recommendation  therefore  is  in  favor  of  a  complete 
restatement  and  clarification  of  the  law. 

We  now  come  to  the  specific  recommendations  as  to  points 
in  which  not  only  the  language  but  the  subject-matter  of  the 
act  itself  is  in  our  opinion  in  need  of  alteration.  We  give 
first  a  list  of  these  recommendations  and  then  proceed  to  ex- 
plain them.  1 

Recommendations. 
I 
That  part  of  the  act  which  requires  the  collection  of  the  tax 
at  the  source  should  be  modified. 

II 

A  system  of  information  at  the  source  should  be  introduced. 

Ill 

Partnerships  should  be  required  to  file  substantially  the 
same  kind  of  returns  as  corporations  are  required  to  file  and 
to  pay  the  normal  tax  as  corporations  do. 

IV 
Individuals  should  be  permitted  to  deduct  all  losses,  includ- 
ing a  reasonable  allowance  for  depreciation  incurred  in  the 
business,  trade  or  profession  in  which  they  are  engaged,  and 
including  also  losses  of  property  used  for  investment  or  spec- 
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ulative  purposes  where  the  gain,  if  any,  would  be  subject  to 
tax. 

V 

Expenses  incurred  by  individuals  in  making  investments 
and  managing  property,  with  respect  to  which  the  income  is 
taxed,  should  be  permitted  as  are  expenses  of  carrying  on 
business. 

VI 

Allowances  for  the  depreciation  of  property  and  for  the 
depletion  of  natural  resources  should  be  on  a  basis  which  will 
permit  the  return  of  the  capital  invested  therein,  free  from 
tax,  as  nearly  as  possible  coincident  with  the  obsolescence  of 
the  property  or  the  exhaustion  of  the  resources. 

VII 

Individuals  should  be  permitted  to  deduct  taxes  paid  within 
the  year  in  foreign  countries  upon  the  property  or  business 
from  which  the  taxable  income  was  derived. 

VIII 

The  specific  exemption  should  be  lowered  and  the  language 
of  paragraph  "  C  "  should  be  clarified. 

IX 

Individuals  having  a  gross  income  equal  to,  or  exceeding, 
the  minimum  exemption  should  be  required  to  make  returns. 


Taxpayers  keeping  books  of  account  in  accordance  with 
statutory  requirements  or  well  recognized  methods  should  be 
permitted  to  make  their  returns  based  thereon. 

XI 

Every  corporation  should  be  permitted  to  deduct  all 
amounts  received  by  it  within  the  year  as  dividends  upon  the 
stock  of  other  corporations,  joint-stock  companies  or  associa- 
tions, subject  to  the  income  tax. 
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XII 
The  parent  and  its  subsidiary'  corporations  should  be  recog- 
nized as  a  single  entity  for  purposes  of  the  return  in  cases 
where  they  constitute  a  single  operating  system  or  where  in 
determining  net  income  for  their  own  purposes  no  recogni- 
tion in  accounting  is  made  of  the  subsidiary  companies  as  dis- 
tinct operating  units  and  in  all  cases  where  all  the  stock  of 
the  subsidiary  company  is  owned  by  the  parent  company,  a 
consolidation  of  figures  should  be  allowed  in  appropriate  cases 
subject  to  the  approval  of  the  department. 

XIII 

Taxpayers  should  be  permitted,  with  the  approval  of  the 
Commissioner  of  Internal  Revenue,  to  adopt  the  practice  of 
determining  and  reporting  gains  or  losses  by  annual  inventory 
of  values. 

XIV 

Application  for  refund  of  income  taxes  with  consequent 
right  of  appeal  from  the  decision  of  the  department  should 
be  allowed  not  only  as  at  present  ^vithin  two  years  from  date 
of  payment  of  the  tax  but  also,  as  a  matter  of  course,  at  any 
time,  without  limit,  as  an  offset  where  additional  tax  for  any 
year  is  claimed  by  the  Government. 

XV 

The  permission  now  granted  to  officials  of  States  levying 
an  income  tax  to  inspect  the  returns  of  corporations  should 
be  extended  to  the  returns  of  individuals. 

XVI 

The  Act  should  define  some,  at  least,  of  the  special  terms 
therein  contained. 

XVII 

Provision  should  be  made  for  a  more  elaborate  publication 
and  analysis  of  income-tax  statistics. 

We  now  proceed  to  give  our  reasons  for  these  recommenda- 
tions. 
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I.  That  Part  of  the  Act  Which  Requires  the  Collection 
OP  THE  Tax  at  the  Source  Should  be  Modified. 

It  is  morally  wrong  that  the  Government  should  force  cor- 
porations and  individuals  who  by  accident  of  circumstance 
have  control  over  the  payment  to  others  of  interest,  rent,  sal- 
aries, wages,  premiums,  annuities,  compensation,  remunera- 
tion, emoluments  or  other  j&xed  or  determinable  annual  gains, 
profits  and  income,  to  perform  the  work  of  collection  which 
properly  belongs  to  the  Government  and  to  bear  without  com- 
pensation a  great  part  of  the  expense  of  collecting  the  tax. 

It  might  be  claimed  that  this  objection  can  be  removed  by 
the  government  agreeing  to  reimburse  the  original  taxpayers 
for  their  outlay.  It  would,  however,  be  exceedingly  cumber- 
some for  the  government  to  make  such  an  arrangement  and 
there  would  be  grave  danger  of  abuse.  Moreover,  even  if 
such  an  arrangement  was  made,  the  objection  would  be  only 
in  part  removed.  For  the  real  difficulty  with  the  scheme  is 
the  excessive  cost  of  collection,  whether  this  cost  be  defrayed 
by  the  government  or  by  the  taxpayer. 

It  is  true  that  since  the  law  first  went  into  operation,  there 
has  been,  as  might  be  expected,  some  reduction  in  the  cost  of 
collecting  the  tax;  but  it  is  still  excessive.  Your  Committee 
has  instituted  a  careful  inquiry  into  this  matter  and  finds 
the  facts  to  be  as  follows: 

A  group  of  financial  institutions  who  act  as  paying  agents 
or  fiscal  agents  for  corporations  report  that  the  cost  of  col- 
lecting the  tax  ranges  from  10  per  cent  to  20  per  cent  of  the 
amount  turned  over  to  the  government.  The  variation  is 
doubtless  due  partly  to  the  fact  that  where  bonds  are  tax-ex- 
empt the  work  of  handling  certificates  is  much  less  than 
where  the  corporation  does  not  assume  the  tax,  and  certificates 
have  to  be  handled  with  the  greatest  care.  If  most  of  the  bond 
issues  on  which  a  trust  company  pays  interest  are  tax-exempt, 
the  cost  is  naturally  lower  than  in  the  other  case.  That  the 
maximum  figure  of  20  per  cent  is  not  excessive  for  many  com- 
panies is  very  certain.  With  one  large  company  the  Com- 
mittee has  been  able  to  go  over  the  details  of  the  calculation, 
and  finds  that  the  additional  clerical  assistance  occasioned  by 
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the  law  has  been  from  $5,000  to  $7,000,  and  that  the  total  tax 
collected  has  been  $35,000  per  annum.  This  figure  of  the  cost 
does  not  take  into  account  incidental  items  other  than  clerk 
hire,  or  include  overhead  charges. 

A  number  of  small  banks  and  trust  companies  which  do 
not  act  as  paying  agents  report  an  insignificant  amount  of 
tax  collected  and  an  insignificant  cost  of  collection.  The  law 
has  occasioned  them  some  trouble,  and  much  of  it  unnecessary ; 
but  they  are  unable  to  estimate  the  expense,  and  say  that 
neither  the  expense  nor  the  tax  is  of  any  importance. 

From  a  number  of  corporations,  railroads,  other  public  ser- 
vice companies,  and  manufacturing  corporations,  the  Com- 
mittee has  received  data  showing  the  cost  of  collection  rang- 
ing from  1  per  cent  to  70  per  cent.  The  figure  of  1  per  cent 
was  given  by  a  large  corporation,  the  bonds  of  which  are  tax- 
free  ;  but  it  is  exclusive  of  any  additional  cost  imposed  upon 
fiscal  agents.  At  the  other  end  of  the  scale  is  another  corpor- 
ation, none  of  whose  issues  are  tax-free,  which  reports  the  cost 
of  collection  in  excess  of  70  per  cent.  It  pays  its  coupons  over 
the  counter;  and  this  figure  probably  shows  the  whole  cost  of 
collection,  since  there  is  no  paying  agent. 

Most  of  the  data  secured  by  the  Committee  show  costs  of 
collection  running  from  10  per  cent  to  20  per  cent,  whether 
they  are  obtained  from  banks  or  from  debtor  corpora- 
tions. These  figures  are  confirmed  by  other  evidence.  We 
are  informed  that  since  the  income  tax  went  into  opera- 
tion, paying  agents  have  very  generally  increased  their  charge 
for  paying  coupons  from  one-eighth  of  one  per  cent  to  one- 
fourth  of  one  per  cent,  and  corporations  have  accepted  such 
increase  as  reasonable. 

If  we  assume  that  this  increased  compensation  of  one-eighth 
of  one  per  cent  represents  the  additional  cost  which  the  law 
occasions  to  the  paying  agent  plus  a  reasonable  profit,  we  see 
that  the  average  cost  to  paying  agents  is  one-eighth  of  the 
normal  tax  of  one  per  cent  less  whatever  allowance  may  be 
made  for  profit.  If,  however,  a  large  number  of  the  bonds 
are  held  by  persons  with  incomes  of  less  than  $3,000,  the  tax 
will  not  equal  one  per  cent  of  the  interest  paid,  and  therefore 
the  figure  of  one-eighth  of  one  per  cent  may  mean  very  much 
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more  than  one-eighth  of  the  amount  of  tax  received  by  the 
government.  In  general,  we  can  safely  say  that  the  cost  of 
collecting  the  tax  on  bond  interest  ranges  from  10  per  cent  to 
20  per  cent,  and  in  a  large  number  of  cases  is  nearer  the  larger 
than  the  smaller  figure. 

The  excessive  cost  of  collection  is  not  the  only  objection  to 
the  system  of  collection  at  the  source.  Among  the  other 
shortcomings  are  the  following: 

Collection  of  the  tax  at  the  source  enriches  the  Government 
wrongfully  at  the  expense  of  corporations  indebted  upon  cou- 
pon or  registered  bonds.  Where  the  corporation  has  assumed 
and  agreed  to  pay  the  tax  directed  by  the  Act  to  be  withheld, 
compliance  with  the  statute  requires  it  to  pay  the  tax  in  cases 
where  the  bondholder,  although  entitled  to  an  exemption,  fails 
or  refuses  to  file  a  claim  to  exemption.  The  debtor  corpora- 
tion has  no  means  of  either  compelling  the  bondholder  to  claim 
such  exemption  or  of  ascertaining  whether  or  not  in  fact  he  is 
entitled  thereto.  Its  only  course  is  to  pay  to  the  Government 
an  amount  equivalent  to  one  per  cent  of  the  amount  of  inter- 
est paid  to  the  bondholder.  The  amount  so  paid  may  or  may 
not  be  a  tax  justly  due  the  Government.  Frequently  it  is 
not.  Naturally,  it  is  impossible  to  gather  figures  to  indicate 
the  amount  which  is  so  paid  not  as  a  tax  but  as  a  penalty. 
The  corporation  is  penalized  for  the  carelessness  or  perverse- 
ness  of  its  bondholders.  It  is  not  an  answer  to  say  that  the 
corporations  should  never  have  entered  into  these  contracts. 
The  contracts  have  served  a  useful  purpose  in  relation  to  state 
laws  where  the  bondholder  is  taxed  and  the  corporation 
through  its  treasurer  is  required  to  deduct  and  to  collect  the 
tax.  The  assumption  of  the  tax  by  the  corporation  has  served 
to  make  the  investment  more  attractive  and  has  no  doubt  re- 
acted upon  the  interest  rate.  Such  contracts  are  now  in  no 
small  measure  a  necessity  in  bond  issues  intended  for  wide  dis- 
tribution. The  investor  insists  upon  the  covenant  in  some 
jurisdictions. 

Collection  at  the  source  in  its  relation  to  so-called  "tax- 
free"  covenants  results  in  an  unjust  discrimination  between 
bondholders  under  the  same  mortgage.  Collection  at  the 
source  is  required  only  on  payment  of  interest  to  individuals. 
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Corporations  and  partnerships  must  by  the  terms  of  the  act 
be  paid  in  full  without  deduction  for  the  tax.  The  debtor, 
therefore,  under  an  a^eement  with  all  of  its  bondholders  in- 
tended to  operate  to  the  benefit  of  all  alike,  and  accepted  with 
that  understanding  by  the  investors,  is  compelled  by  the  terms 
of  the  act  to  pay  the  tax  for  those  of  its  bondholders  who 
are  individuals  but  not  for  corporations  or  partnerships. 
Either  the  debtor  corporation  should  be  required  to  assume 
the  burden  of  the  tax  for  all  of  its  bondholders — or,  as  this 
committee  contends,  the  burden  should  be  placed  where  it 
properly  belongs,  that  is,  on  the  recipient  of  the  income. 

Where  an  individual  is  an  investor  in  the  ' '  tax-free ' '  bonds 
of  two  or  more  corporations,  and  his  aggregate  income  there- 
from exceeds  three  thousand  dollars,  if  single,  or  four  thou- 
sand dollars  if  married  and  living  with  his  wife,  he  may  for 
no  particular  reason,  throw  the  burden  of  the  tax  upon  any 
one  of  the  corporations  by  deliberately  refusing  to  claim  a 
fair  proportion  of  his  exemption  against  the  interest  he  re- 
ceives from  it.  He  is  enabled  by  the  terms  of  the  Act  to  work 
injury  to  his  debtor,  and  the  debtor  has  no  remedy  for  the 
wrong.  If  he  receives  income  from  such  bonds  and  also  from 
other  sources,  the  Act  permits  and  tacitly  encourages  him  to 
throw  the  burden  of  the  tax  on  the  corporation  which  pays 
him  "tax-free"  interest  and  to  claim  all  of  his  exemption 
against  other  income  from  sources  which  do  not  protect  him 
by  "tax-free"  covenants.  As  a  result  he  enjoys  a  greater  ex- 
emption from  the  tax  than  that  to  which  he  is  entitled. 

There  is  no  attempt  on  the  part  of  your  Committee  to  advo- 
cate on  behalf  of  debtor  corporations  a  release  to  any  extent 
from  the  responsibilities  which  they  should  lawfully  assume 
under  the  provisions  of  the  covenants  here  discussed;  but  it 
does  contend  that  the  Act  should  not  enforce  a  partial  and 
discriminatory  execution  of  such  contracts,  nor  should  it  so 
pervert  the  operation  of  the  contracts  as  to  cause  the  corpora- 
tion to  be  unjustly  burdened  with  the  payment  of  moneys 
which  do  not  represent  the  tax,  or  which  represent  the  pay- 
ment of  more  than  a  just  proportion  of  the  bondholder's  tax. 

The  covenants  in  terms  specify  that  the  corporations  will 
pay  for  the  bondholder  any  tax  which  it  is  required  to  with- 
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h-old  and  deduct  from  interest  payments.  Where  the  bond- 
holder is  subject  to  no  tax  the  corporation  should  pay  no 
amount  to  the  Government.  Where  the  bondholder  has  other 
income  the  corporation  should  in  all  justice  be  entitled  to  the 
benefit  of  a  just  proportion  of  the  bondholder's  exemption, 
for  the  tax  is  not  on  his  entire  income,  but  only  on  that  amount 
over  and  above  the  exemption.  Neither  is  the  tax  imposed 
on  all  income  from  certain  sources  leaving  other  income 
against  which  to  claim  exemptions.  No  such  distinction  be- 
tween different  kinds  of  income  is  intended  by  the  Act,  yet  the 
necessary  result  of  the  provisions  for  collection  at  the  source 
is  to  make  that  distinction. 

The  so-called  tax-exempt  covenant  was  in  reality  never  in- 
tended to  operate  under  a  personal  income  tax.  The  civil  war 
income  tax  acts  contained  a  provision  that  certain  specified 
classes  of  corporations  should  be  subject  to  pay  a  tax  of 
five  per  centum  of  the  amount  of  all  their  interest  or 
coupon  payments  to  whomsoever  payable,  with  a  pro- 
viso that  said  companies  were  authorized  to  deduct  and 
withhold  from  all  such  pajTnents  the  amount  of  the  tax. 
The  payment  of  the  tax  so  deducted  discharged  the  com- 
pany from  liability  for  a  corresponding  amount  of  interest 
upon  the  obligations  referred  to,  except  where  the  company 
might  have  contracted  otherwise.  This  tax  was  held  by  the 
Supreme  Court  of  the  United  States  in  Railroad  Company  v. 
Collector,  100  U.  S.  595,  and  in  United  States  v.  Erie  Rail- 
way Company,  106  U.  S.  327,  to  be,  not  an  income  tax  upon 
the  holders  of  the  corporate  obligations  affected,  but  an  ex- 
cise tax  upon  the  business  of  the  corporation  in  respect  to  its 
interest  payments,  the  company  being  merely  granted  the 
privilege  of  passing  this  tax  on  to  the  holders  of  its  securi- 
ties. 

The  so-called  "tax-free"  clause  in  modem  corporate  ob- 
ligations arose  from  these  provisions  of  the  civil  war  income 
tax  acts.  It  was  designed  to  protect  the  creditor  against  the 
passing  on  to  him  of  this  type  of  tax.  In  other  words,  he 
took  advantage  of  the  suggestion  in  the  law  itself  to  demand 
contracts  protecting  him  against  the  deduction  of  this  kind  of 
tax.     The  language  of  the  typical  "tax-free"  clause,  how- 
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ever,  framed  at  the  instance  of  creditors  who  demanded  pro- 
tection against  every  possible  contingency  in  the  premises,  is, 
in  its  usual  form,  so  broad  as  apparently  to  comprehend  not 
only  an  excise  tax  upon  the  business  of  the  corporation  de- 
ductible as  against  its  security-holders,  but  a  tax  like  the  pres- 
ent income  tax  which  is  levied,  not  upon  the  corporation,  but 
upon  the  recipient  of  the  interest,  and  which  solely,  as  a 
means  of  collection,  the  corporation  is  required  to  withhold 
and  pay  to  the  government.  The  corporations  and  their 
creditors  have  accepted  this  construction  of  these  clauses 
under  the  present  act.  The  result  has  been  that  a  tax  which 
Congress  intended  to  levy  upon  the  income-receiver  has,  in 
this  case,  been  shifted  to  the  income-producer.  It  thus  falls 
not  upon  the  ' '  swollen  fortune ' '  which  it  is  the  professed  pur- 
pose of  this  act  particularly  to  reach,  but  primarily  upon  the 
corporation  and,  in  some  cases,  finally  upon  the  unfortunate 
"ultimate  consumer"  who  was  supposed  already  to  be  more 
than  sufficiently  taxed. 

The  recipient  of  income  subject  to  deduction  of  the  tax  at 
the  source  is  deprived  of  the  use  and  benefit  of  the  money 
withheld  during  the  period  of  time  between  the  date  of  with- 
holding and  the  date  on  which  by  the  terms  of  the  Act  the 
tax  becomes  due.  He  receives  no  evidence  of  the  payment  of 
the  tax  on  which  he  can  rely  for  defence  in  the  event  of  pro- 
ceedings instituted  against  him  by  the  Bureau  of  Internal 
Revenue.  The  danger  is  not  fanciful.  Tenants  are  withhold- 
ing agents  and  it  is  not  inconceivable  that  a  tenant  may  be 
insolvent  or  have  disappeared  when  the  time  for  payment 
arrives. 

As  opposed  to  these  shortcomings  of  the  system  of  collec- 
tion at  source,  the  chief  argument  advanced  in  its  favor  is 
that  it  insures  the  accuracy  of  the  return  and  provides  a  con- 
trol on  the  statements  of  individuals.  Your  Committee  does 
not  desire  to  express  any  opinion  on  the  question  as  to  whether 
such  a  control  is  necessary,  nor  does  it  desire  to  compare  the 
system  of  collection  at  source,  as  practiced  in  England  and 
the  United  States  with  the  system  of  individual  return  as 
found  in  the  German  income  taxes.  On  the  assumption,  how- 
ever, that  such  a  control  is  desirable,  your  Committee  would 
19 
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like  to  point  out  that  the  same  purpose  may  be  achieved  by  a 
system  which  is  to  a  large  extent  free  from  the  objections  that 
attach  to  collection  at  source.  This  system,  which  has  been 
called  that  of  information  at  source,  will  be  fully  explained 
in  the  next  recommendation,  and  would  in  the  opinion  of  your 
Committee  constitute  a  considerable  improvement  over  the 
existing  method. 

While  the  Committee  believes  that  a  proper  system  of  in- 
formation at  the  source  will  furnish  all  the  safeguards  needed 
to  prevent  evasion,  it  recognizes  that  there  is  one  class  of  in- 
comes with  reference  to  which  Congress  may  desire  to  retain 
the  principle  of  collection  at  the  source,  namely,  incomes  re- 
ceived by  American  citizens  residing  in  other  countries  and 
by  non-resident  aliens  to  the  extent  to  which  they  are  taxable 
under  the  act.  If  it  should  be  desired  to  continue  to  collect 
the  normal  tax  from  these  incomes  at  the  source,  it  would  be 
possible  to  make  a  provision  by  which  this  should  be  done. 
It  might,  for  instance,  be  enacted  that  the  normal  tax  of  one 
per  cent  be  withheld  and  deducted  from  fixed  and  determin- 
able incomes  of  whatever  amount  received  by,  or  accruing  to, 
citizens  of  the  United  States  residing  abroad  and  taxable  non- 
resident aliens,  proper  administrative  provision  being  made 
in  connection  with  the  general  scheme  of  information  at 
source  hereinafter  developed  to  establish  the  taxable  status 
of  the  recipient  of  such  income. 

II.  A  System  op  Information  at  the  Source  Should  be 
Introduced. 

Under  the  present  system  of  collection  at  the  source  the 
Bureau  of  Internal  Revenue  has  no  means  of  accurately  check- 
ing the  returns  of  taxpayers  except  by  assembling  the  multi- 
tude of  ownership  certificates,  arranging  them  under  the 
names  of  the  respective  signers  and  adding  up  the  total  of 
income  reported  and  exemptions  claimed  by  each.  Unless 
this  be  done  the  Bureau  must  rely  not  only  on  the  honesty  of 
the  taxpayer  but  on  his  intelligence" and  care  as  well.  Many 
persons  signing  ownership  certificates  keep  no  record  of  the 
exemptions  theretofore  claimed  on  other  certificates  during 
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the  year,  and  many  are  uncertain  as  to  the  effect  of  claiming 
exemption  on  the  certificates  and  others  are  careless  and  un- 
systematic. Undoubtedly  excessive  claims  for  exemption  are 
frequently  made  with  no  intent  to  defraud  the  Government. 
The  complicated  arrangement  of  the  annual  return  of  indi- 
viduals makes  it  not  unlikely  that  amounts  of  income  on  which 
exemption  was  claimed  are  often  placed  in  column  A,  result- 
ing in  a  further  possible  loss  to  the  Government. 

The  only  means  of  guarding  against  the  potential  losses  re- 
ferred to  in  the  preceding  paragraph  lie  in  the  diligence  with 
which  the  Bureau  of  Internal  Revenue  collects  and  assembles 
the  ownership  certificates. 

After  the  collection  and  indexing  of  the  certificates  has 
been  completed  it  is  of  little  practical  importance  whether 
the  amounts  thereon  stated  represent  merely  income  from 
various  sources  or  income  from  which  the  tax  has  been  de- 
ducted. In  either  case  the  Government  has  the  same  definite 
information  concerning  the  income  of  the  taxpayer  and  the 
same  power  to  enforce  payment  of  the  tax.  If  the  ownership 
certificates  indicate  the  taxable  liability  of  the  signer,  why 
should  not  the  Government  proceed  by  direct  means  to  collect 
the  tax  from  the  taxpayer  instead  of  using  the  present  indirect 
means  which  place  additional  expense  upon  certain  classes  of 
citizens  and  result  in  unfair  discrimination? 

Your  Committee  recommends  a  system  of  information  at 
the  source  which  will  require  the  recipient  of  income  to  give 
the  payer  once  each  year,  or  at  the  time  of  payment,  a  receipt 
in  such  form  as  may  be  prescribed  by  the  Treasury  Depart- 
ment. Such  receipts  should  be  forwarded  by  the  payer  to 
the  local  collector  as  ownership  certificates  now  are.  The 
payer  should  be  required  to  make  oath  that  he  has  obtained 
and  filed  receipts  for  all  payments  of  income  of  the  kinds 
enumerated  in  the  Act.  Penalties  should  be  prescribed  for 
attempts  to  evade  the  law  or  the  obligations  placed  by  it  upon 
payers  and  recipients  of  income.  Your  Committee  further 
urges  that  a  reasonable  compensation  be  paid  to  the  payer  of 
income,  based  upon  the  number  of  receipts  filed  with  the  Gov- 
ernment, to  compensate  him  for  the  expense  incurred. 

A  practical  working-out  of  this  system  would  result  in  re- 
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ceipts  used  by  individuals  and  corporations,  receiving  many- 
payments  in  the  course  of  the  year,  having  the  name  of  the 
recipient  printed  thereon  primarily  for  the  convenience  of  the 
Government  in  aiding  it  to  decipher  signatures.  The  signa- 
ture on  the  receipt  being  merely  for  the  purpose  of  authenti- 
cation, the  printed  names  only  need  be  consulted  in  assem- 
bling the  certificates. 

To  put  our  suggestions  more  in  detail,  your  Committee  recom- 
mends that  all  persons,  firms,  corporations,  etc.,  who  pay  to 
any  other  person  subject  to  taxation  under  the  act  amounts 
of  fixed  and  determinable  income,  other  than  interest  upon 
bonds  and  other  obligations  of  corporations,  joint-stock  com- 
panies and  associations,  in  excess  of  the  amount  of  $800  per 
annum,  shall,  on  or  before  the  first  day  of  March  in  every 
calendar  year,  report  to  the  Collector  of  Internal  Revenue  of 
the  district  in  which  they  reside  the  amount  of  all  such  income 
paid. 

In  the  case  of  interest  paid  upon  bonds  or  other  obligations 
of  corporations,  joint-stock  companies  or  associations,  infor- 
mation can  be  secured  of  all  payments  by  requiring  the  cor- 
poration or  its  fiscal  agent  to  report,  on  or  before  the  first  day 
of  March  in  each  calendar  year,  the  amount  of  such  payments 
whether  they  exceed  $800  or  not. 

To  provide  for  the  case  of  coupon  bonds,  it  should  then  be 
provided  that  no  corporation  or  its  fiscal  agent  should  pay 
any  interest  coupon  unless  it  is  accompanied  by  a  certificate 
containing  the  name  of  the  owner;  and  then  providing  that 
no  person,  company,  or  corporation  shall  buy  or  accept  for 
collection  or  deposit  any  such  coupon  without  requiring  the 
holder  to  file  a  certificate  stating  that  he  is  the  owner,  and 
giving  his  address.  The  person,  company,  or  corporation  buy- 
ing or  accepting  for  deposit  should  be  required  to  certify  to 
the  signature  of  the  signer  of  the  certificate,  but  not,  of  course, 
to  the  fact  of  ownership  of  the  bond.  Under  this  arrange- 
ment no  person  could  cash  or  deposit  a  coupon  without  filing 
a  certificate  stating  that  he  was  the  owner  of  the  bond,  and 
the  person  buying  the  coupon  or  taking  it  for  collection  would 
have  to  certify  to  the  identity  of  the  person  who  claimed  to 
own  the  bond.     The  corporation  or  its  fiscal  agent  would  in 
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this  way  be  provided  with  evidence  about  the  ownersLiip  of 
coupon  bonds,  and  could  by  a  card  index  keep  track  of  bond 
holders.  The  government  would  obtain  its  information  once 
a  year  in  convenient  form,  and  after  the  first  year  changes  in 
ownership  only  would  need  to  be  noted. 

Under  this  plan  of  information  at  the  source,  no  questions 
need  ever  arise  as  to  whether  a  person  was  liable  to  tax  or  en- 
titled to  exemptions  or  abatements,  because  the  person  pay- 
ing the  income  could  in  all  cases  file  his  certificate  and  let  the 
government  deal  with  the  question  of  liability.  Since  no 
money  is  to  be  withheld  and  deducted  and  accounted  for,  the 
problem  will  be  enormously  simplified. 

The  objection  is  sometimes  made  that  to  collect  the  tax 
from  the  bondholder  will  impair  the  obligation  of  contracts 
made  between  corporations  and  their  bondholders.  The  Com- 
mittee attaches  no  weight  to  this  objection.  As  is  pointed  out 
above,  the  so-called  tax-exempt  covenant  was  never  intended 
to  operate  under  a  law  taxing  personal  income  as  such.  But 
entirely  apart  from  this  consideration,  it  must  be  remembered 
that  no  one  claims  that  it  is  a  \aolation  of  the  contract  to  col- 
lect from  the  bondholder  the  additional  tax,  which  may 
amount  to  six  per  cent,  and  that  the  law  does  this  without 
any  question.  How  then  can  it  be  claimed  that  it  is  a  viola- 
tion of  contract  to  collect  the  normal  tax  from  the  bondholder  ? 

III.  Partnerships  Should  be  Eequired  to  Fike  Substan- 
tially THE  Same  Kind  of  Ri;turns  as  Corporations  are 
■Required  to  File  and  to  Pay  the  Normal  Tax 
AS  Corporations  do. 

The  partnership,  as  such,  is  not  taxable  but  may  be  required 
by  the  Commissioner  of  Internal  Eevenue  to  file  returns  of 
net  income  for  the  purpose  of  determining  the  tax  liability  of 
the  partners. 

Your  Committee  believes  that  the  law  should  be  amended 
so  that  partnerships  should  file  substantially  the  same  kind  of 
report  as  corporations  are  required  to  file  and  pay  the  nor- 
mal tax  as  corporations  do. 

In  this  case,  however,  it  would  be  necessary  to  add  a  pro- 
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viso  that  partnerships  must  also  disclose  in  their  return  of 
net  income,  for  the  purpose  of  the  additional  tax,  the  names 
of  all  partners  and  their  respective  interests  in  the  income  of 
the  partnership,  whether  distributed  or  not. 

IV.  Individuals  Should  be  Permitted  to  Deduct  all  Losses 
Including  a  Reasonable  Allowance  for  Depreciation 
Incurred  in  the  Business,  Trade  or  Profession  in  which 
They  are  Engaged  and  all  Losses  of  Property  Used  for 
Investment  of  Speculative  Purposes  where  the  Gain,  if 
any,  would  be  Subject  to  Tax. 

The  fourth  deduction  allowed  to  individuals  reads  as  fol- 
lows : 

' '  Fourth,  losses  actually  sustained  during  the  year,  incurred 
in  trade  or  arising  from  fires,  storms,  or  shipwreck,  and  not 
compensated  for  by  insurance  or  otherwise.'' 

The  second  deduction  allowed  to  corporations  reads  as  fol- 
lows: 

"  (Second)  all  losses  actually  sustained  within  the  year  and 
not  compensated  by  insurance  or  otherwise,  including  a  rea- 
sonable allowance  for  depreciation  by  use,  wear  and  tear  of 
property,  if  any." 

The  distinction  in  the  phraseology  is  probably  due,  in  part 
at  least,  to  the  fact  that  the  individual  cannot  be  permitted  to 
deduct  "all  losses  actually  sustained  with  a  year",  because 
there  are  many  losses  connected  with  his  domestic  or  personal 
life  which  it  is  probably  desirable  to  exclude,  such  as  loss  of 
jewelry,  automobiles  used  strictly  for  pleasure,  etc.  But  in 
so  far  as  business  enterprise  is  concerned,  the  distinction  in 
the  phraseology  is  open  to  criticism. 

It  is  immaterial  from  a  practical  point  of  view  whether  the 
owner  of  a  given  business  is  an  individual  or  a  corporation. 
The  same  deductions  should  be  allowed  to  each.  No  reason 
has  occurred  to  the  Committee  why  an  individual  should  be 
allowed  to  deduct  losses  arising  from  fires,  storms  or  ship- 
wreck and  not  from  floods  and  other  calamities.  The  English 
law  permits  the  deduction  of  any  loss  connected  with  or  aris- 
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ing  out  of  the  trade.  Whether  or  not  that  rule  be  adopted, 
deductions  for  losses  should  be  uniformly  allowed  to  all  busi- 
ness enterprises,  regardless  of  the  fact  that  the  business  may 
be  conducted  by  corporations  or  by  individuals. 

The  law  permits  the  deductions  by  individuals  of  losses  ' '  in- 
curred in  trade."  The  Treasury  Department  holds  this  to 
mean  losses  incurred  in  the  business  of  the  taxpayer  and  to 
preclude  the  deduction  of  losses  on  isolated  investments. 

On  the  other  hand,  gains  from  isolated  investments  are 
taxed. 

Perhaps  no  provision  of  the  law  has  met  with  more  objec- 
tion than  this.  Your  Committee  urges  that  the  law  be  changed 
to  permit  the  deduction  of  losses  with  respect  to  any  trans- 
action where  the  gains  are  taxed. 

Much  argument  could  be  made  on  the  proposition  that  in- 
crease in  capital  assets  is  not  income  in  the  true  sense  of  the 
word,  but  for  the  purpose  of  the  tax  it  works  substantial  jus- 
tice to  tax  gains  on  transactions  involving  exchange  of  capital 
assets.  To  be  consistent  and  just,  however,  the  converse  must 
be  recognized  and  losses  should  be  permitted  to  offset  gains. 
The  injustice  of  a  provision  which  calls  for  a  ruling  such  as 
the  following  is  apparent: 

Losses  in  Tr^u)E:  ''A  person  not  a  recognized  or  licensed 
dealer  in  stock  and  bonds  makes  $5,000  profit  during  the  year 
on  a  stock  purchase  and  sale,  and  makes  a  loss  during  the 
same  year  on  a  stock  purchase  and  sale  of  $4,000.  Is  it  cor- 
rect to  return  this  difference  of  $1,000  in  gains,  or  should  the 
entire  $5,000  be  returned  as  gain?" 

This  office  holds  that  the  profit  of  $5,000  is  income  to  be  in- 
cluded in  a  return  of  income,  and  that  the  $4,000  is  not  such  a 
loss  as  may  be  deducted  in  a  return  of  income,  for  the  reason 
that  it  is  not  incurred  ' '  in  trade ' '  within  the  accepted  defini- 
tion of  that  term.     (T.  D.  2135.) 

Your  Committee,  therefore,  recommends  that  the  fourth 
deduction  allowed  to  individuals  should  include  all  losses  in- 
curred in  the  business,  trade  or  profession  in  which  they  are 
engaged  and  all  losses  of  property  used  for  investment  or 
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speculative  purposes  where  the  gain,  if  any,  would  be  sub- 
ject to  tax. 


V.  Expenses  Incurred  by  Individuals  in  Making  Invest- 
ments AND  ]\LVNAGING  PROPERTY,  WITH  E-ESPECT  TO  WhICH 

THE  Income  is  Taxed,  Should  be  Permitted  as  are  Ex- 
penses OF  Carrying  on  Business. 

The  act  allows  the  deduction  of  the  necessary  expenses  actu- 
ally paid  in  carrying  on  any  business,  not  including  personal, 
family,  or  living  expenses.  This  leaves  a  doubt  as  to  expenses 
incurred  in  managing  property  held  for  investment  (insur- 
ance, commissions  for  collecting  rents,  repairs,  etc.).  Such 
management  is  not  commonly  regarded  as  carrying  on  a  busi- 
ness; neither,  however,  are  the  expenses  of  management  per- 
sonal, family  or  living  expenses.  It  would  be  easy  to  set  this 
matter  clear.  Management  expenses  should  be  treated  like 
business  expenses. 

VI.  Allowances  for  the  Depreciation  of  Property  and 
for  the  Depletion  op  Natur.vl  Resources  Should  be  on 
A  Basis  "Which  wtll  Permit  the  Return  of  the  C.npital 
Invested  Therein,  Free  from  T.vx,  as  nearly  as  Possible 
Coincident  with  the  Obsolescence  of  the  Property  or 
THE  Exhaustion  of  the  Resources. 

The  same  rule  should  apply  to  allowances  for  depletion  of 
natural  resources  as  to  depreciation.  That  is,  the  amount  of 
capital  originally  expended  by  the  corporation  or  individual 
owner  in  development  work  should  be  returned  free  from  tax. 
The  annual  allowances  should  not  be  limited  to  5  per  cent  of 
the  gross  value  at  the  mine,  but  should  be  such  reasonable 
amount  as  will  in  the  aggregate  equal  the  amount  of  capital 
originally  expended  at  or  as  near  as  possible  to  the  time  when 
the  natural  resources  are  exhausted.  If  the  allowance  aggre- 
gates an  amount  equal  to  the  amount  of  capital  originally  in- 
vested before  the  resources  are  exhausted,  no  further  allow- 
ance should  be  made,  as  the  net  income  thereafter  will  repre- 
sent gain  entirely.     Should  the  natural  resources  diminish 
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more  rapidly  than  estimated,  a  larger  allowance  should  be 
made,  permitting  if  necessary  a  claim  equal  to  the  entire  net 
income  in  the  year  in  which  exhaustion  occurs. 

Your  Committee  would  suggest  the  adoption  of  the  Wis- 
consin phraseology,  which  has  been  found  to  be  both  prac- 
ticable and  sufficiently  elastic  to  permit  of  equitable  applica- 
tion. The  Wisconsin  law  authorizes  "  in  the  case  of  mines 
and  quarries  an  allowance  for  depletion  of  ores  and  other  na- 
tural deposits  on  the  basis  of  their  actual  original  cost  in  cash 
or  the  equivalent  of  cash. ' '  * 

VII.  Individuals  Should  be  Permitted  to  Deduct  Taxes 
Paid  within  the  Year  in  Foreign  Countries  upon  the 
Property  or  Business  from  Which  the  Taxable  Income 
WAS  Derived. 
The  third  deduction  allowed  to  individuals  is  in  terms  as 

follows : 

"  third,  all  national,  State,  county,  school,  and  municipal 
taxes  paid  within  the  year,  not  including  those  assessed  against 
local  benefits." 

The  fourth  deduction  allowed  to  corporations  reads  as  fol- 
lows: 

"(fourth)  all  sums  paid  by  it  within  the  year  for  taxes 
imposed  under  the  authority  of  the  United  States  or  of  any 
State  or  Territory  thereof,  or  imposed  by  the  Government  of 
any  foreign  countr5^" 

Your  Committee  is  of  opinion  that  individuals  should  be 
permitted  to  deduct  taxes  paid  to  foreign  countries.  No  good 
reason  occurs  to  us  why  the  individual  engaged  in  business 
should  be  denied  the  right  extended  to  corporations. 

*  Mr.  Kennan  dissents  on  the  ground  that,  as  to  property  acquired  before 
March  1,  1913,  the  basis  from  which  profit  or  loss  is  reckoned  should  be  the 
fair  value  of  the  property  at  the  time  the  law  went  into  effect  and  not  the 
original  cost. 
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VIII.  The  Specific  Exemption  Should  be  Lowered  and 
THE  Language  op  Paragraph  "C"  Should  be  Clarified. 

The  tax  is  now  imposed  on  about  one-half  of  one  per  cent 
of  the  population  of  the  country.  It  should  rest  on  a  larger 
proportion  of  the  population. 

The  exemption  of  $3,000  of  income  to  the  individual  citi- 
zen is  undoubtedly  too  high;  and  since  the  government  needs 
additional  revenue,  the  Committee  recommends  that  the  ex- 
emption be  lowered  to  $2,000.  "We  recognize  that  the  circum- 
stances attending  the  enactment  and  first  operation  of  the 
law  of  1913  may  have  justified  as  high  an  exemption  as 
$3,000,  but  we  believe  that  those  circumstances  are  passed, 
and  that  it  is  on  every  account  desirable  to  reduce  the  ex- 
emption to  $2,000. 

When  this  is  done,  the  provision  relating  to  husbands  and 
wives  living  together  and  making  a  joint  return  of  their  in- 
comes should  be  changed  so  as  to  do  away  with  the  absurdity 
of  the  present  arrangement  by  which  a  husband  and  wife  re- 
ceive a  larger  total  exemption  if  they  live  apart.  If  the  in- 
dividual exemption  is  lowered  to  $2,000,  it  wiU  be  entirely 
practicable  to  grant  to  a  husband  and  wife  living  together 
and  making  a  joint  report  of  their  income  a  total  exemption 
of  $4,000,  which  would  be  the  same  exemption  that  they 
would  receive  if  they  lived  apart  and  made  individual  re- 
turns, each  receiving  an  exemption  of  $2,000. 

The  language  of  Paragraph  C  leaves  to  judicial  construc- 
tion the  questions  whether  or  not  the  specific  exemption 
should  be  deducted  from  net  income  in  assessing  the  addi- 
tional tax ;  whether  or  not  it  may  be  deducted  by  non-resident 
aliens  either  in  toto  or  in  part  according  to  the  proportion  of 
a  non-resident  alien's  total  income  arising  in  this  country; 
whether  the  aggregate  incomes  of  husband  and  wife  are 
to  be  considered  as  the  income  of  the  family  as  a  unit  or 
those  having  separate  incomes  are  each  entitled  to  a  de- 
duction of  $3,000,  and  an  additional  deduction  of  $1,000  when 
living  together.  Before  these  questions  are  finally  settled  it 
will  be  necessary  for  the  highest  court  to  announce  its  opin- 
ion. This  will  take  several  years,  and  Congress  in  the  mean- 
time can  and  should  summarily  announce  its  intent  in  un- 
mistakable language. 
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IX.  Individuals  Having  a  Gross  Income  Equal  to,  or  Ex- 
ceeding, THE  Minimum  Exemption  Should  be  Required 

TO  Make  Returns. 

The  present  law  requires  those  having  net  incomes  of  $3,000 
or  over  to  file  returns.  This  leaves  the  taxpayer  to  be  the 
judge  of  the  propriety  of  deductions  which  may  reduce  his 
net  income  below  the  minimum.  The  Government  should  be 
the  judge  of  such  deductions — not  the  taxpayer. 

Your  Committee  is  of  the  opinion  that  every  individual 
whose  gross  income  reaches  or  exceeds  the  limit  of  the  mini- 
mum exemption  should  make  a  return,  although  the  allowable 
deductions  may  reduce  his  net  income  to  the  point  of  exemp- 
tion. 

X.  Taxpayers  Keeping  Books  op  Account  in  Accordance 
WITH  Statutory  Requirements  or  Well  Recognized 
Methods  Should  be  Permitted  to  Make  Their  Returns 
Based  Thereon. 

The  Act  permits  to  individuals  the  deduction  of  expenses 
actually  paid,  interest  paid  within  the  year,  taxes  paid  within 
the  year,  and  losses  actually  sustained  within  the  year;  to 
corporations,  expenses  paid  within  the  year,  losses  actually 
sustained  within  the  year,  all  sums  paid  within  the  year  for 
taxes. 

The  law  should  be  amended  so  as  clearly  to  permit  the  de- 
duction of  any  of  the  items  referred  to,  if  the  individual  or 
corporation  has  so  entered  them  on  the  books  as  to  constitute 
a  liability  against  the  assets.  Furthermore,  any  regulations 
which  tend  to  impose  vexatious  adjustments  of  books  of  ac- 
count, where  the  government  does  not  lose  any  revenue,  are 
unwise  and  unnecessary. 

For  many  years  attempts  have  been  made  on  the  part  of 
corporations  and  partnerships  to  arrive  at  a  final  figure  in 
closing  their  books,  which  can  be  relied  upon  as  the  "net  pro- 
fit" of  a  year's  operation.  Where  this  amount  is  determined 
by  sound  business  and  accounting  principles,  and  where  it 
substantially  agrees  with  the  law  and  regulations,  no  imma- 
terial adjustments  should  be  required,  because  it  means  cor- 
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responding  adjustments  in  subsequent  years  with  the  result 
that  the  books  of  account  and  the  returns  never  agree. 

For  instance,  some  corporations  accrue  their  taxes,  others 
do  not,  some  partnership  accounts  (particularly  professional 
vocations)  are  kept  on  a  "cash"  basis,  others,  including  most 
commercial  concerns,  are  kept  on  an  accrual  basis. 

Therefore,  where  a  certain  system  of  accounts  has  been, 
used  for  a  period  of  years,  and  where  it  honestly  reflects  actual 
profits  or  losses,  some  leeway  should  be  left  to  the  depart- 
ment to  obviate  the  expense  and  annoyance  of  an  almost  com- 
plete analysis  of  a  year's  transactions. 

The  government  would  not  lose  by  such  procedure.  If  ex- 
penses actually  accrued  within  a  year,  although  not  paid  until 
afterwards,  are  taken  credit  for  in  the  period  when  incurred, 
the  most  the  government  would  ever  lose  would  be  a  postpone- 
ment of  a  year  in  collecting  the  tax,  the  taxable  amount  being 
the  same. 

The  attitude  of  some  inspectors  in  criticizing  rates  of  de- 
preciation and  similar  deductions  is  apt  to  work  great  harm 
from  an  economic  point  of  view.  Perhaps  most  business  men 
are  optimists  and  state  results  of  a  year's  operations  on  the 
most  favorable  basis  possible.  Bankers  and  other  credit 
grantors  have  worked  \ery  hard  to  correct  this  tendency,  as 
it  usually  leads  to  business  failure.  Liberal  reserves  and  pro- 
visions for  depreciation  and  other  recurring  losses,  should  be 
encouraged — not  discouraged. 

Business  men  who  have  been  forced  to  be  conservative  and 
not  overstate  their  profits,  take  advantage  of  what  to  them 
appears  to  be  official  government  sanction  to  low  depreciation 
and  other  reserves.  The  government  cannot  lose  any  revenue 
by  sanctioning  sound  accounting  policies,  but  it  can  and  does 
encourage  unsound  business  method  by  criticizing  conserva- 
tive procedure. 

Corporations  keeping  books  according  to  the  rules  laid  down 
by  the  Interstate  Commerce  Commission,  or  the  public-utility 
commissions  of  the  various  states  should  not  be  required  to 
make  returns  in  a  form  which  requires  great  work  and  ex- 
pense in  compiling  the  figures.  They  should  be  permitted  to 
file  sworn  copies  of  their  balance  sheets,  supplemented  by 
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such  explanation  as  the  Treasury  Department  may  find  nec- 
essary of  the  items  which  enter  into  any  particular  account. 
To  exact  a  supplementary  statement,  as  that  on  the  back  of 
the  return  of  net  income  of  corporations  for  the  present  year, 
is  a  useless  exercise  of  inquisitorial  power.  The  value  of  the 
supplementary  statements  is  no  greater  than  that  which  it 
supplements.  Neither  can  be  checked  except  by  an  examina- 
tion of  the  books,  and  the  penalties  for  false  statements  are 
no  greater  because  repeated  in  both. 

XI.  Every  Corporation  Should  be  Permitted  to  Deduct 
ALL  Amounts  Received  by  it  within  the  Year  as  Divi- 
dends UPON  THE  Stock  of  Other  Corporations,  Joint- 
Stock  Companies  or  Associations,  Subject  to  the  In- 
come Tax, 

That  provision  of  the  law,  which  taxes  corporations  upon 
dividends  received  from  other  corporations  while  exempting 
such  dividend  in  the  hands  of  individuals  is  an  unjust  dis- 
crimination between  classes  of  taxpayers  and  is  double  taxa- 
tion of  income. 

It  seems  to  have  been  the  deliberate  intent  of  Congress  to 
tax  holding  companies  at  a  greater  rate  than  other  taxpayers. 
This  is  accomplished  by  requiring  corporations  to  pay  the  tax 
on  dividends  received  from  other  corporations.  To  penalize 
a  corporation  for  holding  stock  in  other  corporations  under 
lawful  authority  of  the  state  in  which  it  is  incorporated  is 
not  within  the  proper  scope  of  a  taxing  act.  The  ulterior 
motive  is  to  be  condemned.  If  Congress  intends  to  discour- 
age the  holding  of  stock  by  certain  corporations,  suitable  leg- 
islation to  accomplish  that  purpose  should  be  enacted  after  a 
full  discussion  of  the  questions  of  constitutionality  and  public 
policy  involved  therein. 
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XII.  The  Parent  and  its  Subsidiary  Corporations  Should 
BE  Recognized  as  a  Single  Entity  for  Purposes  op  the  Re- 
turn IN  Cases  where  They  Constitute  a  Single  Operat- 
ing System  or  where,  in  Determining  Net  Income  for 
Their  Own  Purposes,  no  Recognition  in  Accounting  is 
Made  of  the  Subsidiary  Companies  as  Distinct  Operat- 
ing Units  ;  and  in  all  Cases  where  all  the  Stock  of  the 
Subsidiary  Company  is  Owned  by  the  Parent  CoMP.ysrY, 
A  Consolidation  of  Figures  Should  be  Allowed  in  Ap- 
propriate Cases,  Subject  to  the  Approval  of  the  De- 
partment. 

At  the  time  of  the  passage  of  the  income  law  there  existed, 
and  still  exists,  a  well  recognized  method  of  doing  business. 
Railroad  corporations  were  perhaps  the  first  to  make  use  of  it 
where  it  was  necessary  for  legal  reasons  to  form  separate  cor- 
porations in  the  several  states  in  which  they  desired  to  hold 
franchises.  Business  corporations  use  the  method  for  con- 
venience of  operation,  to  protect  trade  names,  to  utilize  good 
will  and  established  reputation  or  for  other  legal  and  proper 
reasons.  The  method  referred  to  is  that  of  doing  business  by 
means  of  several  corporations  usually  controlled  by  one 
known  as  the  parent  or  holding  company  and  all  constituting 
parts  or  branches  of  a  single  business  enterprise.  The  fact 
that  this  method  has  been  used  at  times  in  attempts  to  restrain 
trade  or  create  monopoly  does  not  condem.n  it.  There  can  be 
no  doubt  that  the  majority  of  business  enterprises  so  con- 
ducted are  law-abiding  and  honest.  To  work  injustice  upon 
all  in  order  to  punish  a  few  is  contrary  to  the  elementary 
principles  of  law,  and  it  may  be  questioned  whether  it  is 
within  the  province  of  a  taxing  act  to  attempt  to  regulate  or 
to  suppress  a  particular  class  of  taxpayers.  Justice  and  fair 
dealing  demand  that  the  burden  of  the  tax  should  be  equit- 
ably distributed. 

Transactions  often  take  place  between  parent  and  subsi- 
diary^ corporations,  such  as  transfers  of  credit,  sometimes 
incorrectly  called  "gifts",  from  the  parent  company  to  a 
subsidiary,  to  offset  losses  incurred  by  the  latter.  Such  trans- 
fers of  credit  should  not  be  treated  as  either  income  of  the 
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subsidiary  or  expense  of  the  parent  company.  As  the  law 
now  stands,  a  "gift"  is  not  deductible  from  the  net  income 
of  the  parent  company  but  must  be  accounted  for  as  income 
by  the  subsidiary.  The  result  is  a  double  tax  on  the  amount 
involved  in  a  transaction  which  is  nothing  more  or  less  than  a 
bookkeeping  entry. 

The  law  should  be  so  framed  as  to  tax  the  parent  and  sub- 
sidiary companies  on  their  aggregate  gross  income  minus  their 
aggregate  allowable  deductions  and  to  permit  a  combined  re- 
turn covering  all  corporations  constituting  a  single  business 
enterprise  or  system  where  no  distinction  is  made  by  the  com- 
pany itself  for  accounting  or  financial  purposes.  This  dispo- 
sition of  the  matter  would  follow  the  practice  now  used  by 
public-service  corporations  in  reporting  to  the  Interstate  Com- 
merce Commission.  This  change  would  not  only  be  in  the  in- 
terest of  fairness  and  equity  but  would  go  far  toward  simpli- 
fying the  operation  of  the  law,  substituting  one  return  where 
several  are  now  filed  and  permitting  easier  inspection  of  the 
return  by  the  government. 

XIII.  Taxpayers  Should  be  Permitted,  with  the  Approval 
OF  THE  Commissioner  of  Internal  Revenue,  to  Adopt  the 
Practice  of  Determining  and  Reporting  Gains  or  Losses 
BY  Annual  Inventory  of  Values. 

In  Regulations,  No.  33,  Article  III,  issued  by  the  Treasury- 
Department  on  or  about  January  5,  1914,  provision  was  made 
that  "in  cases  wherein  there  is  an  annual  adjustment  of  book 
values  of  securities,  real  estate  and  like  assets,  and  the  in- 
creases and  decreases  in  values  thus  indicated  are  taken  up 
on  the  books  and  reflected  in  the  profit  and  loss  account,  such 
readjusted  values  will  be  taken  into  account  in  making  the 
return  of  annual  net  income.  .  .  .  The  adjustment  referred 
to  will  comprehend  assets  which  have  increased  in  value  as 
well  as  those  which  have  decreased."  Article  134  also  con- 
tained a  ruling  that  depreciation  in  book  values  must  repre- 
sent an  actual  shrinkage  in  values  which  may  be  determined 
to  have  taken  place  during  the  year  for  which  the  return  is 
made. 
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Treasury  Decision  2005,  dated  July  8,  1914,  reversed  the 
foregoing  rulings,  which  had  been  in  force  also  under  the 
Corporation  Excise  Tax  Law,  and  held  that  a  loss  to  be  de- 
ductible must  be  an  absolute  loss,  not  ' '  a  speculative  or  fluc- 
tuating valuation  of  continuing  investment,  but  must  be  an 
actual  loss,  actually  sustained  and  ascertained  during  the  tax 
year  for  which  the  deduction  is  sought  to  be  made;  it  must 
be  incurred  in  trade  and  be  determined  and  ascertained  upon 
an  actual,  a  completed,  a  closed  transaction." 

While  your  Committee  concedes  that  the  Treasury  Depart- 
ment has  good  authority  in  the  federal  courts  for  its  reversal 
of  the  former  ruling  and  for  its  present  contention  that  mere 
changes  in  book  values  do  not  constitute  either  loss  or  gain 
until  there  is  liquidation,  yet  the  first  construction  placed 
upon  the  act  greatly  added  to  the  convenience  of  the  taxpayer 
in  making  his  return  of  net  income  and  resulted  in  substantial 
justice  to  the  Government. 

A  merchant  is  permitted  to  make  annual  inventory  of  his 
stock  in  trade  and  his  income  is  based  in  part  on  the  differ- 
ence between  the  inventories  taken  at  the  beginning  and  at 
the  end  of  the  year. 

Your  Committee  sees  no  reason  why  the  dealer  in  securities 
or  in  real  estate  or  in  any  other  species  of  property  should 
not  justly  be  permitted  to  determine  his  income  as  the  mer- 
chant does.  Nor  can  it  conceive  of  any  reason  why  the  in- 
vestor, whether  he  be  possessed  of  one  piece  of  property  or 
more,  should  not  come  within  the  same  rule. 

The  Government  is  safeguarded,  since  a  marking  doAvn  of 
book  values  in  one  year  will  necessarily  result  in  a  corres- 
ponding increase  in  future  years  or  when  the  property  is 
sold,  if  at  the  close  of  the  particular  transaction  there  should 
be  a  gain. 

On  the  other  hand,  to  wait  until  the  transaction  is  closed 
for  a  final  accounting  burdens  the  investor  with  a  heavy  tax 
for  the  year  in  which  the  property  is  sold,  adds  to  his  incon- 
venience in  making  returns  and  results  only  in  a  rough  ap- 
proximation of  the  amount  of  tax  actually  due  to  the  Govern- 
ment. To  one  who  deals  in  any  species  of  property  constantly, 
it  is  difficult  to  compute  with  any  degree  of  accuracy  the 
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original  cost  of  each  item  sold  and  the  proportion  of  carrying 
charges  charged  to  it.  It  is  all  the  more  difficult  when  the 
property  was  purchased  many  years  before  the  incidence  of 
the  tax  or  when  the  part  sold  is  only  a  small  part  of  the  origi- 
nal purchase. 

Real  estate  purchased  in  large  blocks  and  thereafter  subdi- 
vided and  sold  in  small  parcels  offers  difficulties  in  determin- 
ing the  gain  on  any  particular  parcel  in  accordance  with  the 
present  rulings  of  the  Treasurj^  Department,  but  can  be  de- 
termined with  ease  where  it  is  based  on  an  annual  revalua- 
tion of  the  whole  property. 

Since  the  present  method  of  computing  gains  on  sale  of  capi- 
tal assets  results  in  annoyance  to  the  taxpayer  and  Govern- 
ment officials  alike  and  approaches  the  taxable  gain  only  by 
mere  approximation,  while  the  inventory  method  is  logical, 
convenient  and  fair,  your  Committee  does  not  hesitate  to  urge 
that  the  law  be  so  amended  that  inventory'  values  may  be 
taken,  by  those  who  keep  books,  as  an  annual  measure  of  the 
gain  or  loss  in  the  value  of  unsold  assets  and  that  returns  of 
net  income  be  accepted  on  that  basis. 

In  order,  however,  to  safeguard  the  interests  of  the  treas- 
ury in  case  of  reasonable  doubt  on  the  part  of  the  authorities, 
as  to  the  accuracy  or  good  faith  of  the  report,  it  may  be  just 
as  well  to  guard  against  the  possibility  of  abuse  by  some  pro- 
viso.   Your  Committee  would  therefore  recommend  that: 

"Taxpa^'ers  may  be  allowed  reasonably  to  revalue  their  as- 
sets provided  that  in  ease  of  doubt  the  administrative  authori- 
ties may  ignore  such  revaluation  and  postpone  the  reckoning 
of  profit  or  loss  until  it  is  actually  realized  by  sale,  complete 
obsolescence  or  some  similar  definite  event." 
20 
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XIV.  Application  for  Refund  of  Income  T.vxes  with  Con- 
sequent Right  of  Appeal  from  the  Decision  of  the  De- 
partment Should  be  Allowed  not  only  as  at  Present 
within  Two  Years  from  Date  of  Payment  of  the  Tax 

BUT  ALSO,  AS  A  MaTTER  OF  CoURSE,  AT  ANY  TiME,  WITHOUT 

Limit,  as  an  Offset,  where  an  Additional  Tax  for  any 
Year  is  Claimed  by  the  Government. 

Section  3220  of  the  Revised  Statutes  now  provides  that  the 
Commissioner  of  Internal  Revenue,  subject  to  regulations  pre- 
scribed by  the  Secretary  of  the  Treasury,  is  authorized,  on 
appeal  made  to  him,  to  remit,  refund  and  pay  back  all  taxes 
erroneously  or  illegally  assessed  or  collected,  all  penalties  col- 
lected without  authority,  and  all  taxes  that  appear  to  be  un- 
justly assessed  or  excessive  in  amount,  or  in  any  manner 
wrongfully  collected. 

Application  for  refund  must  be  made -within  two  years  after 
the  tax  is  paid.  Real  Estate  Savings  Bank  v.  The  United 
States,  16  Ct.  Cls.,  335 ;  27  Int.  Rev.  Rec,  153 ;  104  U.  S.,  728 ; 
28  Int.  Rev.  Rec,  27. 

The  Act  permits  assessment  by  summary  proceedings  upon 
the  discovery  of  taxable  income  at  any  time  Avithin  three  years 
after  the  due  date  of  the  return  in  which  such  income  should 
have  been  reported.  It  often  happens  that  the  inspectors  of 
the  Bureau  of  Internal  Revenue  postpone  examination  of  the 
books  of  taxpayers  until  after  two  years  have  elapsed  and  at 
that  time  examine  all  returns  which  have  been  made  since 
the  previous  examination.  In  such  event,  when  the  agent  of 
the  Government  is  so  examining  the  records  of  the  taxpayers 
for  unreported  income,  the  taxpayer  also  often  finds  instances 
which  would  lawfully  entitle  him  to  refund,  but  is  precluded 
from  applying  therefore  because  of  the  expiration  of  the  two- 
years'  limit. 

The  appearance  of  the  agent  for  the  Government  is  a  na- 
tural opportunity  for  the  taxpayer  to  re-examine  his  own 
records  in  the  light  of  new  court  decisions  and  new  depart- 
mental rulings.  The  Committee  believes  it  only  just  that  he 
should  at  that  time  be  enabled  to  assert  his  right  to  refund  of 
excessive  taxes  paid  within  a  period  corresponding  to  that  for 
which  additional  taxes  may  be  claimed  by  the  Government. 
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XV.  The  Permission  now  Granted  to  Officials  of  States 
Levying  an   Income  Tax  to  Inspect  the  Returns  op 
Corporations  Should  be  Extended  to  the  Returns  op 
.  Individuals. 

The  so-caUed  LaFoUette  amendment,  which  was  incorpor- 
ated into  the  present  law,  provides  in  substance  that  in  those 
states  which  levy  an  income  tax,  authority  is  granted  to  tiie 
state  officials  to  inspect  the  returns  made  by  corporations. 
The  object  of  this  provision  was  clearly  to  afford  a  control  of 
the  returns  made  by  such  corporations  for  the  purposes  of  a 
state  income  tax.  If,  as  now  seems  not  unlikely,  an  income 
tax  should  be  introduced  in  other  states,  your  Committee 
cannot  see  any  good  reason  why  the  returns  made  by  indi- 
viduals to  the  Federal  government  should  not  likewise  be 
open,  under  pledge  of  secrecy,  to  the  officials  levying  the  state 
income  tax.  This  control  would  very  greatly  facilitate  the 
administration  of  an  income  tax  by  state  officials. 

XVI.  The  Act  Should  Define  Some,  at  Least,  of  the 
Special  Terms  therein  Contained. 

The  act  contains  many  terms  of  special  significance,  and 
occasionally  use  is  made  of  the  same  term  to  express  different 
meanings.  The  result  is  to  make  confusion  worse  confounded. 
The  law  is  sufficiently  difficult  to  understand  without  the  am- 
biguity of  terms. 

The  act  uses  the  word  ''deduction"  in  referring  to  (1)  ex- 
penses and  losses  to  be  offset  against  receipts  in  arriving  at 
net  income,  (2)  income  from  national,  state  and  municipal 
bonds  which  is  exempt  from  the  provisions  of  the  act,  (3)  the 
specific  exemption  of  $3,000  or  $4,000  which  is  allowed  to  in- 
dividuals, and  (4)  the  amount  to  be  withheld  at  the  source. 
A  consistent  use  of  terms  clearly  defined  is  urged  as  a  neces- 
sity to  a  clear  understanding  of  the  intent  of  Congress. 

The  Committee  does  not  deem  it  within  its  province  to  for- 
mulate definitions  of  terms  which  are  used  or  should  be  used 
in  the  Act  but  calls  attention  to  the  following  words  and 
phrases  as  stumbling-blocks  to  lawyer  and  layman  alike,  sev- 
eral of  which  have  been  the  cause  of  rulings  and  reversals  of 
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rulings  by  the  Treasury  Department  and  endless  confusion  in 
the  making  of  returns : 

"Income." 
"Net  income." 
"Gross  income." 
"Exemption." 
"Deduction." 
"Accrued." 
"Accrual." 

"Arising  or  accruing." 
'  *  Annuities. ' ' 
"Within  the  year.'-' 
"Fixed  or  certain." 

"Indefinite  or  irregular  as  to  amount  or  time  of  accrual." 
' '  Sustained. ' ' 

"Agent."     (As  used  in  Paragraph  D.) 
"Accrued  and  paid  within  the  year." 
"Paid  within  the  year." 

(The  last  two  phrases  apply  to  interest  deductions  by  cor- 
porations and  individuals,  respectively.) 

Many  other  phrases  could  be  enumerated.  The  theory  that 
the  law  needs  definitions  to  make  it  clear  covers  also  such 
terms  as  "depreciation",  "losses",  "taxes",  and  "interest" 
(with  particular  reference  to  what  constitutes  interest  and 
when  it  is  paid  in  the  discounting  of  notes,  the  purchase  and 
sale  of  bonds  with  accrued  interest,  etc.).  The  task  of  formu- 
lating definitions  is  so  great  and  in  its  nature  so  closely  related 
to  a  general  recasting  of  the  language  of  the  law  that  your 
Committee  recommends  that  Congress  appoint  a  commission 
o^  experts  to  devise  some  standard  of  terminology  for  the  act. 

Your  Committee  would,  however,  not  press  this  matter  too 
far.  We  recognize  that  in  certain  cases  a  hard  and  fast  defi- 
nition of  some  terms  might  do  more  harm  than  good.  And  we 
are  convinced  of  the  fact  that  in  respect  to  some  other  terms, 
we  are  not  yet  prepared  to  make  a  satisfactory  definition,  and 
that  in  such  cases  the  real  meaning  should  grow  under 
thoughtful,  equitable  interpretation  by  the  administrative  au- 
thorities and  the  courts.     In  this  connection,  however,  your 


I 


THE  FEDERAL  INCOME  TAX  309 

Committee  would  most  strongly  repeat  the  recommendation 
that  was  made  at  the  outset,  for  a  complete  restatement  and 
clarification  of  the  law. 

XVII.  Provision  Should  be  Made  for  a  More  Elaborate 
Publication  and  Analysis  of  Income  Tax  Statistics. 

It  has  been  a  serious  disappointment  to  all  students  of  gen- 
eral economic  conditions  in  the  United  States  that  the  sta- 
tistics relative  to  the  income  tax  published  by  the  Government 
have  been  so  meagre.  In  all  other  countries  possessing  an  in- 
come tax  full  information  is  given,  and  valuable  inferences 
are  drawn  from  these  statistics,  not  only  by  the  fiscal  authori- 
ties themselves  but  by  students  and  business  men.  The  sta- 
tistics of  the  income  tax  ought  to  be  in  charge  of  a  special  de- 
partment and  ought  to  be  presented  in  such  a  way  as  to  fur- 
nish full  information  as  to  classification  by  the  amount  of 
income;  the  relation  of  income  to  occupation;  the  amount  of 
exemptions;  the  amounts  of  deductions  for  expenses,  inter- 
est on  debt,  taxes,  losses,  bad  debts,  depreciation,  dividends, 
etc. ;  the  amount  of  taxes  paid  by  cities,  especially  where  the 
cities  comprise  more  than  one  collection  district;  the  cost  of 
collection  in  detail,  etc.,  etc.  The  statistics  published  by  the 
English  and  the  Prussian  income-tax  officials  furnish  an  admir- 
able model  of  what  ought  to  be  attempted  in  the  United 
States.  Such  statistics  would  not  only  be  of  the  greatest  pos- 
sible service  to  the  public  at  large,  but  would  be  found  to  be 
invaluable  in  the  work  of  revising  and  perfecting  the  law 
itself.  Your  Committee  earnestly  recommends  that  the  ad- 
ministrative authorities  be  empowered  and  directed  to  pub- 
lish such  full  statistics. 

Having  completed  our  specific  recommendations,  we  now 
proceed  in  a  few  concluding  remarks  to  present  some  of  the 
general  considerations  referred  to  at  the  beginning  of  this 
Report. 
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General  Considerations. 

There  are  at  least  four  general  matters  of  considerable  dif- 
ficulty in  the  elaboration  of  any  income-tax  law.  On  each  of 
these  points  there  is  a  wide  difference  of  practice  in  the  var- 
ious countries;  and  on  some  of  them  there  is  by  no  means  a 
complete  unanimity  among  students  of  the  subject.  These 
four  problems  are :  the  general  doctrine  of  income,  the  double 
taxation  of  income,  the  differentiation  of  the  income  tax,  and 
the  taxation  of  corporate  income. 

I.  The  general  doctrine  of  income.  Although  the  man  in  the 
street  uses  the  term  very  glibly,  the  precise  meaning  of  in- 
come is  still  in  dispute.  There  are  at  least  three  different 
concepts  of  income  recognized  in  important  ways,  with  cor- 
responding variations  in  the  provisions  of  the  income  tax  laws. 
One  of  the  chief  difficulties  is  to  determine  the  exact  relation 
of  income  to  capital.  Is  everything  that  comes  in  during  the 
year  to  be  considered  income,  or  are  certain  items  to  be  re- 
garded as  accretions  to  capital ;  and  vice  versa,  are  certain 
losses  to  be  deducted  from  gross  income  or  are  they  to  be  con- 
sidered impairments  of  capital? 

A  satisfactory  treatment  of  this  topic  would  require  much 
space ;  and  would  involve  an  investigation  of  such  subjects  as 
depreciation,  obsolescence,  depletion  of  natural  resources,  the 
temporary  or  permanent  character  of  gains  and  losses  and 
the  like.  While  such  a  study  would  manifestly  be  out  of 
place  here,  we  have  had  occasion  in  our  specific  recommenda- 
tions to  call  attention  to  certain  glaring  departures  in  the 
present  law  from  the  more  obvious  and  generally  recognized 
distinctions  between  income  and  capital. 

Another  question  in  the  theory  of  income  is  whether  it  is 
to  be  limited  to  money  or  should  include  what  the  economists 
call  use  or  service  income,  whether  measurable  in  money  or 
not. 

The  chief  practical  problem  here  arises  in  connection  with 
the  inclusion  of  the  rental  value  of  a  house  occupied  by  the 
owner.  A  has  invested  $100,000  in  a  house  in  which  he  lives ; 
B  has  invested  a  similar  amount  in  5  per  cent  bonds,  and 
lives  in  a  rented  house.  If  the  rental  value  of  A's  house  is 
not  included  in  his  income,  he  pays  nothing;  while  B  pays 
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tax  on  $5,000.  Obviously,  in  order  to  put  them  on  a  strict 
equality,  income  should  include  rental  value  or  money's 
worth  as  well  as  actual  money  received  as  income.  The  same 
arguments  would  apply  to  that  part  of  a  farmer's  income 
which  consists  of  the  produce  consumed  by  him.  Yet,  if  we 
depart  from  the  conception  of  money  income,  the  question 
arises,  where  shall  we  stop  ?  Shall  we  include  the  rental  value 
of  an  automobile,  of  a  library,  of  a  picture  gallery,  of  a 
yacht? 

Although  the  income-tax  laws  of  the  Civil  War  period  pur- 
sued at  first  a  somewhat  different  policy,  the  present  Act  does 
not  include  any  rental  value,  whether  of  real  estate  or  of 
other  things.  In  this  respect,  it  is  in  harmony  with  some  of 
the  foreign  laws. 

Again,  theories  of  income  differ  according  as  they  include 
or  exclude  the  idea  of  regularity  of  return.  If  only  that  in- 
come which  is  regularly  received  is  to  be  considered  as  such, 
gifts,  inheritances  and  sporadic  or  occasional  and  irregular 
earnings  must  be  excluded.  As  a  matter  of  fact,  few  income 
tax  laws  include  gifts  and  inheritances  in  income ;  and  the 
federal  law  here  follows  the  practice  of  the  majority  with 
respect  to  individual  incomes,  thus  seeming  to  lean  to  the 
conception  of  regularity  or  annual  recurrency. 

A  further  step  in  the  direction  of  regularity  would  be  to 
take  the  average  income  for  a  term  of  years  instead  of  the 
income  for  a  single  year.  Here,  however,  in  contradistinc- 
tion from  many  of  the  European  laws,  the  present  Act  pre- 
fers the  yearly  income  and  does  not  permit  of  the  three-year 
or  five-year  average. 

II.  The  second  general  question  is  that  of  the  douUe  taxa- 
tion of  income  or,  at  all  events,  that  phase  of  the  problem 
which  consists  of  the  simultaneous  taxation  of  the  same  in- 
come by  different  jurisdictions.  Practically,  the  question  is 
as  to  the  taxation  of  income  earned  in  this  country  by  persons 
living  abroad,  whether  aliens  or  citizens;  and,  conversely,  of 
incomes  earned  abroad,  but  received  by  residents  of  this 
country. 

The  general  principles  involved  are  in  theory  simple.  Every 
government  undoubtedly  has  a  right  to  tax  incomes  earned 
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within  the  country,  in  so  far  as  the  income  is  derived  from 
property  situated  therein.  A  strong  argument  may  even  be 
advanced  for  a  similar  treatment  of  incomes  earned  within  a 
country,  even  if  they  are  not  derived  from  property.  On 
the  other  hand,  it  is  obvious  that  a  foreigner  owes  some  fiscal 
obligations  to  the  country  of  his  residence,  even  though  his 
income  is  received  in  the  country  to  which  he  belongs  or  where 
he  has  some  property  or  business.  It  is  clear,  however,  that 
the  above  principles  are  mutually  exclusive ;  for  if  every  coun- 
try were  to  adopt  both  principles,  many  an  individual  would 
be  taxed  on  his  entire  income  simultaneously  by  two  or  more 
countries,  i.  e.,  the  country  where  he  lives,  the  country  to 
which  he  belongs  and  the  country  or  countries  in  which  he 
owns  property  or  carries  on  a  business. 

There  are  two  ways  out  of  the  difficulty.  One  is  for  each 
country  to  exempt  certain  categories  of  income.  The  trouble 
with  this  method  is  that  the  exemptions  granted  by  different 
countries  may  either  overlap  or  be  inadequate,  so  that  the  in- 
dividual will  be  taxed  either  too  little  or  too  much.  The 
other  solution  consists  of  a  mutual  arrangement  among  the 
various  countries  which  levy  an  income  tax,  with  the  result 
that  each  individual  will  be  taxed  upon  his  entire  income  only 
once,  each  country  taking  a  certain  share  of  the  tax. 

International  comity  has  unfortunately  not  proceeded  very 
far  along  this  line.  Such  arrangements  exist  only  between 
Germany  and  Austria  and  between  Great  Britain  and  some 
of  her  colonies,  although  there  are  similar  arrangements 
among  various  European  states  affecting  the  inheritance  tax. 
The  United  States  has  made  no  effort  to  enter  on  this  path 
and  has  contented  itself  with  very  inadequate  and  lame  pro- 
visions. According  to  our  law,  the  income  of  all  residents  of 
the  United  States  is  taxable,  irrespective  of  the  fact  whether 
tliat  same  income  is  taxed  abroad.  Furthermore,  the  law 
taxes  all  incomes  received  or  earned  within  the  United  States, 
whether  or  not  the  individual  resides  here.  It  is  to  be  re- 
called, however,  that  one  notable  exception  exists ;  the  foreign 
holders  of  the  bonds  of  American  corporations  are  not  tax- 
able on  the  interest  therefrom. 

The  object  of  this  exception  was  probably  to  favor  the  in- 
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vestment  of  capital  in  American  enterprises  by  foreigners; 
just  as  England  in  her  recent  war  loans  is  endeavoring  to  se- 
cure a  better  market  in  this  country  by  exempting  the  holders 
of  Government  bonds  from  her  income  tax.  It  is  to  be  ob- 
served, however,  that  according  to  our  practice  foreign  stock- 
holders are  not  exempt,  at  all  events  as  far  as  the  normal 
tax  is  concerned,  since  the  corporation  pays  the  tax  irre- 
spective of  the  nationality  of  its  stockholders.  On  the  other 
hand,  it  is  to  be  noticed  that  we  exempt  foreign  bondholders 
without  inquiring  whether  or  not  they  are  taxed  on  this  in- 
come by  the  country  of  their  residence.  Finally  it  must  be 
mentioned  that  American  citizens  residing  abroad  are  ac- 
cording to  our  law  taxable  on  their  entire  income,  irrespec- 
tive of  whether  this  income  is  also  taxable  in  whole  or  in  part 
by  the  country  where  they  live.  Under  our  present  law,  there- 
fore, we  have  ample  opportunity  for  the  double  taxation  of 
certain  persons  and  for  the  non-taxation  of  others.  The  situ- 
ation is  clearly  unsatisfactory. 

III.  The  third  subject  of  controversy  is  that  of  the  differ- 
entiation of  the  income  tax.  We  have  introduced  into  our  law 
the  policy  of  graduation,  that  is,  taxing  different  amounts  of 
income  at  different  rates.  But  we  have  not  adopted  the  plan 
of  taxing  different  kinds  of  income  at  different  rates.  The 
distinction  in  question  here  is  the  one  usually  designated  as 
that  between  funded  and  unfunded  incomes,  or  between  prop- 
erty and  labor  (or  service)  incomes.  England,  for  instance, 
distinguishes  between  earned  and  unearned  incomes;  Italy 
between  property  incomes,  business  incomes  and  pure  labor 
incomes. 

Your  Committee  recognizes  that  it  may  be  claimed  that 
funded  or  unearned  incomes  should  be  taxed  at  a  higher  rate 
than  unfunded  or  earned  incomes;  but  in  this  country  the 
question  is  complicated  by  the  heavy  taxes  imposed  by  our 
state  and  local  governments.  The  question  of  differentiation 
must  therefore  be  considered  not  with  reference  merely  to 
Federal  taxation,  but  with  reference  to  our  entire  system  of 
Federal,  state,  and  local  taxation.  And  when  so  considered,  it 
is  quite  possible  that  by  the  operation  of  state  and  local  prop- 
erty taxes,  a  sufficient  discrimination  may  already  be  made 
between  funded  and  unfunded  incomes. 
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We  regard  it  as  a  fortunate  circumstance  that  the  existence 
of  the  state  and  local  taxes  may  thus  relieve  the  Federal 
government  from  the  necessity  of  differentiating  between 
different  kinds  of  income.  Such  differentiation  greatly  com- 
plicates the  structure  of  any  income  tax,  and  increases  the 
difficulties  of  administration.  If  incomes  are  divided  into 
only  two  classes,  funded  and  unfunded,  an  arbitrary  distinc- 
tion usually  has  to  be  made  between  incomes  derived  by  an 
individual  or  partnership  from  the  conduct  of  a  business  en- 
terprise and  the  dividends  received  by  stockholders  and  bond 
holders  in  a  corporate  enterprise  engaged  in  the  same  line  of 
business.  If,  to  avoid  such  difficulties  in  classifying  income 
as  funded  or  unfunded,  the  law  undertakes  to  recognize  three 
classes  of  incomes,  funded,  unfunded,  and  mixed — the  struc- 
ture of  the  law  becomes  extremely  complicated,  and  great  dif- 
ficulties in  administration  are  encountered.  As  long,  there- 
fore, as  our  commonwealths  continue  to  derive  their  chief  reve- 
nue from  property  taxes,  it  seems  unnecessar}^  to  differentiate 
the  rates  of  taxation  imposed  by  the  Federal  government  upon 
different  kinds  of  income. 

IV,  The  last  of  the  general  problems  is  that  of  the  taxation 
of  corporate  incomes.  It  is  illustrated  by  a  difficulty  con- 
nected wuth  the  limitation  upon  interest  deductions  in  the 
present  law.  The  amount  of  interest  paid  by  a  corporation 
on  its  indebtedness  which  may  be  deducted  under  the  third 
of  the  enumerated  deductions  is  subject  to  an  arbitrary  limi- 
tation. This  raises  the  general  problem  involved  in  the  taxa- 
tion of  corporate  incomes.  Here  at  least  two  points  of  view  are 
possible.  On  the  one  hand,  the  object  of  an  income  tax  may  be 
declared  to  be  to  tax  all  incomes  in  the  hands  of  the  ultimate 
recipients.  All  income  is  ultimately  received  by  individuals, 
and  if  every  individual  is  taxed  upon  his  entire  income,  the 
result  will  be  that  all  incomes  will  be  reached.  From  this 
point  of  view,  any  attempt  to  levy  a  tax  on  corporate  incomes 
would  be  incorrect,  for  it  would  result  either  in  the  same 
income  being  taxed  twice,  once  in  the  hands  of  the  corpora- 
tion and  again  in  the  hand  of  the  ultimate  recipient,  or  it 
would  be  necessary  to  introduce  some  elaborate  system  of  par- 
tial exemptions,  Avhieh  would  not  be  likely  to  work  out  satis- 
factorily. 
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Another  possible  point  of  view  is  that  the  income  tax  may 
be  regarded  to  a  certain  extent  also  as  a  business  tax,  in  so 
far,  at  all  events,  as  the  income  is  derived  from  business. 
Since  most  corporations  are  engaged  in  business  they  may 
therefore  be  said  to  be  liable  tQ  such  a  business  tax.  Those 
holding  the  second  view  would  contend  that  it  is  proper  for 
the  corporations  to  pay  a  tax  on  their  entire  income  even 
though  the  security  holders  also  pay  a  tax  on  their  entire  in- 
comes. And,  regardless  of  these  two  views,  it  may  be  claimed 
that  to  exempt  corporations  entirely  from  any  such  taxation 
would  be  injudicious  from  the  point  of  view  of  fiscal  results. 

The  practice  of  various  countries  is  not  in  absolute  accord 
with  either  of  these  views.  Most  income  tax  laws  more  or  less 
illogically  accept  a  portion  of  each  as  a  compromise.  No  coun- 
try exempts  corporations  entirely.  No  country  taxes  both  the 
corporation  and  the  security  holder  on  the  entire  income.  In 
our  law,  also,  we  find  a  compromise. 

Your  Committee  presents  these  opposing  views  without  at- 
tempting in  this  Report  to  decide  their  relative  merits,  leav- 
ing for  future  discussion  the  solution  of  this  important  prob- 
lem. As  this  involves  the  question  of  the  limitation  upon  in- 
terest deduction,  we  likewise  refrain  from  present  recommen- 
dation of  change  in  this  respect. 

From  this  survey  it  will  be  seen  how  significant  and  how 
difficult  are  some  of  the  still  unsolved  problems  in  the  theory 
and  the  practice  of  the  income  tax.  Your  Committee  desires 
simply  to  call  attention  to  these  general  problems  in  the  hope 
that  they  will  be  carefully  considered  when  the  time  comes 
for  a  comprehensive  reform  of  the  law. 

Respectfully  submitted, 

Edwin  R.  A.  Seligman,  Chairman. 

Thomas  S.  Adams. 

Charles  J.  Bullock. 

Alfred  E.  Holcomb. 

George  E.  Holmes. 

Kossuth  K.  Kennan. 

R.  H.  Montgomery. 

A.  C.  Rearick. 


DISCUSSION— REPORT  OF  THE  COMMITTEE   ON 
THE   FEDERAL   INCOME   TAX 

Chairman  Wilcox  :  Professor  Brindley  of  Iowa  State 
College  will  open  the  discussion  under  the  ten-minute  rule. 

Prop.  J.  E.  Brindley,  of  Iowa:  Mr.  Chairman  and  Gentle- 
men of  the  Association,  I  find  myself  in  such  general  agree- 
ment with  the  report  that  my  review  will  be  a  brief  one.  I 
desire  to  call  attention  first  of  all  to  point  number  sixteen, 
recommending  that  "  the  act  should  define  some,  at  least,  of 
the  special  terms  therein  contained. ' '  The  committee  I  think 
did  very  well  in  bringing  out  the  importance  of  redrafting 
the  law  with  the  object  of  making  these  terms  clearer,  and 
securing  a  more  logical  arrangement  of  the  law  itself.  A 
person  cannot  read  the  income  tax  law,  I  believe,  without 
being  impressed  with  the  fact  that — like  all  other  pieces  of 
legislation  which  have  been  the  result  of  compromise,  rather 
hasty  compromise  perhaps — we  have  a  jumble  of  provisions; 
and  it  is  difficult  even  for  a  trained  mind  to  grasp  the  mean- 
ing of  many  of  its  sections.  The  committee  could  I  believe 
render  a  very  substantial  service  to  congress  by  redrafting  the 
law  with  respect  to  form  and  arrangement,  because  a  law  like 
this  should  not  only  be  understood  by  trained  economists  and 
tax  men,  but  should  be  susceptible  of  being  understood  by 
the  average  individual.  The  present  law  is  not  drafted  very 
carefully. 

I  understand,  in  the  second  place,  that  the  principle  of 
collection  at  the  source,  borrowed  largely  from  England,  has 
not  worked  out  successfully  in  this  country,  and  cannot  work 
out  successfully  here  in  actual  practice.  Some  eight  or  ten 
years  ago  I  made  a  study  of  the  income  tax,  and  the  thought 
was  impressed  upon  my  mind  at  that  time,  that  if  you  under- 
take to  levy  an  income  tax  in  this  way,  having  a  very  large 
part  collected  at  source  and  a  small  part  not  so  collected,  you 
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will  either  have  a  tax  which  is  inequitable — that  is,  if  you 
do  not  provide  for  rebates,  abatements  and  the  like — or  you 
will  have  a  tax  that  is  fraught  witli  all  sorts  of  administra- 
tive difficulties.  This  tax  has  proved  to  be  very  expensive  to 
the  withholding  agents,  very  cumbersome  and  difficult — so  I 
believe  the  opinion  is  well  nigh  universal  among  taxpayers 
and  investigators  that  the  principle  of  collection  at  source 
should  be  abandoned,  except  possibly  in  the  case  of  incomes 
accruing  to  our  citizens  living  abroad,  and  even  there  it  is 
not  impossible  to  devise  a  scheme  of  collection  without  resort 
to  this  principle.  I  agree  with  the  committee  that  a  plan  of 
information  at  source  would  be  much  better  adapted  to  our 
conditions. 

Coming  to  the  fourth,  fifth  and  sixth  recommendations,  it 
will  be  noted  that  they  refer  there  directly  or  indirectly  to 
allowances  or  deductions.  I  believe  that  the  committee  is 
correct  in  calling  attention  to  the  fact  that  these  matters 
should  be  adjusted  with  greater  equity  and  precision.  I  am 
of  the  opinion,  however,  that  when  we  come  to  matters  of 
depreciation  and  similar  deductions,  we  must  provide  very 
efficient  machinery  of  administration.  These  points  are  men- 
tioned by  the  committee  and  properly  so.  Agreeing  with  the 
committee,  as  I  do  at  almost  every  point,  it  seems  unnecessary 
to  take  up  any  more  of  your  time,  except  to  call  attention 
to  the  fact  that  the  report  represents  a  vast  amount  of  admir- 
able and  thorough  work  on  the  part  of  the  committee.  In 
view  of  the  fact  that  congress  at  the  coming  session  will  prob- 
ably take  up  the  income  tax  again,  Mr.  Chairman,  and  in 
view  of  the  fact  that  it  may  be  amended  or  recast  to  a  con- 
siderable extent,  I  believe  that  this  committee  should  be  con- 
tinued for  another  year ;  and  I  would  like  to  offer  a  resolution 
for  reference,  if  it  is  in  order,  to  the  committee  on  resolutions : 

Resolved,  That  in  view  of  the  large  amount  of  work  and  study  which 
the  Committee  on  the  Federal  Income  Tax  has  evidently  given  to  the 
subject  and  the  probability  of  congressional  action  during  the  coming 
year,  the  executive  committee  be  authorized  and  requested  to  reappoint 
said  committee  for  another  year;  and 

Resolved,  That  the  report  of  the  committee  on  the  federal  income  tax 
be  accepted  and  the  conference  endorse  and  recommend  to  congress  the 
recommendations   and  suggestions  therein  contained. 


318  NATIONAL  TAX  ASSOCIATION 

I  move  these  resolutions  be  referred  to  the  Committee  on 
Resolutions. 
Motion  voted. 

Chairman  Wilcox:  The  next  speaker  on  the  program  is 
Professor  Plehn  of  the  Universitj-  of  California. 

Prof.  Carl  C.  Plehn  :  Mr.  Chairman  and  Gentlemen  of 
the  convention.  The  report  of  the  committee  on  the  federal 
income  tax  is  so  thorough  and  so  eminently  sound  in  the  main 
that  one  hesitates  to  criticise  it  even  in  details.  But  there 
are  a  number  of  points  that  are  debatable,  and  it  may  serve  a 
useful  purpose  to  call  attention  to  them.  I  raise  the  question 
first,  whether  or  not  in  their  endeavor  to  do  more  even- 
handed  justice  to  the  poor  taxpayer,  the  members  of  the  com- 
mittee have  not  gone  so  far  as  to  weaken  the  hands  of  the 
government,  in  other  words,  to  draw  some  of  the  teeth  out 
of  the  law.  I  am  one  of  those  who  do  not  believe  that  the 
milk  of  human  kindness  has  very  much  place  in  a  tax  law. 
This  question  arises  in  my  mind  in  connection  specifically 
with  the  following  recommendations : 

Number  four,  that  individuals  should  be  allowed  to  deduct  all  losses, 
includiDg  depreciation,  and  investment  or  speculative  losses. 

Number  five,  that  expenses  of  managing  property  be  deducted. 

Number  six,  that  depletion  of  natural  resourc«s  be  allowed  as  a 
deduction. 

Number  seven,  that  taxes  paid  in  foreign  countries  be  deducted. 

Number  ten,  that  taxpayers '  accounts  be  accepted. 

Number  eleven,  that  intercorporate  dividends  be  untaxed. 

Number  twelve,  that  subsidiary  companies  be  ignored. 

Number  thirteen,  that  taxpayers '  inventories  be  accepted. 

Theoretically  there  is  ground  for  each  of  these  suggestions. 
Thus  one  must  admit  that  depreciation,  speculative  losses,  ex- 
penses of  management  of  property,  and  depletion  of  resources 
are  indices  of  lowered  taxpaying  abilitj'.  But,  I  raise  the 
question :  is  it  not  going  to  be  verj-  difficult  to  safeguard  the 
revenues,  and  especially  to  prevent  the  abuse  of  these  deduc- 
tions by  the  shrewd  and  unscrupulous?  Are  any  of  these 
items  determinable  with  aecurac^^  save  in  exceptional  cases? 
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Are  they  in  all  instances  proper  deductions?  Take  a  foun- 
dry, for  example:  the  building  doubtless  depreciates  very 
rapidly  from  the  point  of  view  of  selling  value,  but  as  a 
facility  for  conducting  the  business  it  may  continue  to  be 
very  effective  for  many  years.  A  good  railroad  bond  may  fall 
in  quoted  value,  but  as  an  investment  be  as  sound  as  ever. 
"Who  is  going  to  decide  whether  the  sale  of  stock  on  which  a 
loss  is  claimed  took  place  under  proper  and  legitimate  cir- 
cumstances, especially  if  the  stock  is  not  quoted  in  the  mar- 
ket? Who  is  going  to  decide  whether  an  alleged  repair  to  a 
building  is  an  expense  or  a  betterment?  Is  it  not  after  all 
wiser  to  follow  some  purely  arbitrary  rules  in  all  such  cases, 
than  to  leave  as  the  committee  seems  to  recommend  consider- 
able discretion  to  the  taxpayer  and  the  officials?  The  arbi- 
trary rule  on  depreciation  may  seldom  fit  the  actual  facts 
But  the  honest  taxpayer  may  prefer  to  have  that  rule  than 
to  have  to  guess  not  only  what  his  own  depreciation  ought 
to  be  but  also  what  his  competitor  is  claiming.  The  tax  col- 
lector too  is  better  protected  by  the  arbitrary  rule. 

The  committee's  recommendation  for  further  allowances  of 
taxes  paid  seems  to  be  open  to  question.  Is  it  proper  to  make 
any  allowance  for  taxes  at  all?  Customs  duties,  excises  and 
some  business  licenses,  like  liquor  licenses,  are  expenses  of 
business  and  as  such  come  properly  under  that  head  as  de- 
ductions. But  state,  county  and  municipal  taxes  and  income 
taxes,  if  there  be  any,  are  expenses  of  living  as  much  as  are 
the  costs  of  food  and  clothing.  Why  then  extend  instead  of 
narrowing  the  field  of  tax  deductions? 

Would  the  acceptance  of  taxpayers'  accounts,  when  kept 
according  to  existing  statutory  regulations,  be  wise?  The 
purpose  of  such  regulations  is  rate  making  and  the  control 
of  capitalization.  Such  accounts  tend  to  show  minimum 
values  and  minimum  incomes.  This  opens  the  old  question 
involved  in  the  discussion  as  to  whether  a  utility  commission 
should  at  the  same  time  be  a  tax  commission.  The  com- 
mittee has  in  several  places  in  the  report  deprecated  the  use 
of  a  tax  law  to  enforce  theories  of  social  policy,  but  in  this 
instance  it  rests  its  recommendation  on  the  outside  purpose 
to  "  encourage  liberal  reserves."     Would  it  not  be  a  better 
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recommendation  to  call  upon  the  government  to  prescribe 
separate  standard  forms  for  different  classes  of  business 
properties?  The  same  general  question  arises  in  regard  to 
the  proposal  to  use  taxpayers'  inventories.  Surely  it  is  dan- 
gerous to  depend  upon  an  inventory  in  computing  profits  and 
loss  for  income-tax  purposes. 

While  the  curious  expression  of  the  animus  of  Congress 
against  holding  companies  is  clearly  out  of  place  in  the  tax 
law,  I  find  great  difficulty  in  accepting  the  committee's  view 
that  the  taxation  of  dividends  passing  between  corporations 
and  the  separate  taxation  of  subsidiary  companies  constitute 
objectionable  double  taxation.  The  income  is  only  the  index 
of  taxpaying  ability  and  it  is  easy  to  overstress  the  idea  that 
the  income  is  the  source  of  the  tax.  If  there  is  any  real 
injury  in  this  case  the  remedy,  disincorporation,  lies  in  the 
taxpayers'  own  hands  and  if  they  fail  to  use  it  they  furnish 
the  proof  of  an  advantage  that  justifies  the  tax. 

In  general,  in  connection  with  all  the  foregoing  points,  I 
wish  to  raise  the  question  whether  they  could  not  be  elimin- 
ated from  the  statute  altogether.  Most  of  them  could  be  left 
to  administrative  decision  if  the  law  set  forth  a  clear  defini- 
tion, expressed  in  broad  affirmative  language,  of  what  income 
is.  The  statute  is  not  clear  because  it  attempts  too  frequently 
to  define  bj^  exclusion  and  negation  instead  of  by  direct 
description.  In  the  same  connection  there  is  a  general  ques- 
tion as  to  whether  the  committee  has  not  gone  so  far  as  to 
undertake  to  be  over-precise.  The  idea  seems  to  run  through 
the  report  that  income  sliould  be  deterinined  with  greater  de- 
tailed accuracy  by  formal  methods.  It  is  easy  to  undertake 
to  be  too  precise  and  to  make  your  method  of  ascertaining  in- 
come or  determining  values  very  theoretical  and  weak  in  ac- 
tual operations. 

Still  more  serious  doubts  arise  in  my  mind  as  to  the  first 
two  recommendations,  the  substitution  of  information  at  the 
source  for  stoppage  at  the  source.  The  committee  has  cer- 
tainly earned  our  gratitude  for  the  thoroughness  with  which 
it  has  set  forth  the  cost  of  the  certificate  plan.  It  is  certainly 
not  at  all  nice  to  create  a  horde  of  unpaid  private  tax  in- 
quisitors and  to  set  taxpayers  to  checking  one  another.     Tax 
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enforcement  is  government  business  and  the  expense  should 
be  borne  by  the  government.  The  certificate  is  bad  in  any 
case,  but  the  forms  used  make  it  worse  than  it  need  be. 

But  to  remedy  these  defects  is  it  necessary  to  lose  the 
advantage  of  stoppage  at  the  source?  The  committee  says 
nothing  about  one  other  rather  obvious  remedy,  namely  the 
plan  of  refunding  taxes  stopped,  when  they  have  been  stopped 
against  those  who  may  be  exempt.  I  should  have  been  inter- 
ested in  an  expression  of  opinion  on  that  possibility.  But  I 
suppose  that  the  committee  has  no  data  on  the  cost  of  such 
a  plan,  nor  the  number  of  persons  who  under  it  would  be 
temporarily  inconvenienced.  We  do  not  know  how  many 
persons  would  have  to  come  in  and  apply  for  a  refund  on 
taxes  stopped.  Those  are  facts  which  should  be  supplied  as 
a  result  of  the  statistical  investigation  asked  for  in  the  re- 
port. It  is  a  pity  that  the  government  is  not  at  work  analyz- 
ing the  returns  and  the  certificates  to  ascertain  the  number 
of  taxpayers  and  the  possible  cost  of  a  complete  refunding 
system. 

As  to  information  at  the  source  I  personally  have  grave  mis- 
givings. People  do  not  like  to  be  tattletales  and  you  will 
create  at  once  a  hostile  attitude  of  mind  when  you  ask  for 
information  at  the  source  and  there  is  no  money  involved. 
It  is  different  when  the  banker  in  paying  a  coupon  has  to 
retain  the  tax.  He  is  then  responsible  for  the  money  and 
there  is  a  positive  responsibility  forced  home  upon  him.  But 
when  he  has  merely  to  report  that  somebody  is  liable  to  an 
income  tax,  or  that  he  has  made  certain  payments,  it  is  liable 
to  become  a  very  perfunctory  performance ;  and  when  back 
of  it  lies  the  feeling  that  he  may  be  telling  tales  on  somebody, 
you  do  not  have  that  assurance  of  accuracy  that  you  have 
when  payment  of  the  money  is  required. 

As  to  the  rest  of  the  report  I  simply  fall  back  on  the  time 
limitation.  There  is  no  time  to  express  my  approval  of  the 
remaining  items. 

Mr.  K.  K.  Kennan  :  At  the  joint  meeting  of  the  American 
Historical  Association  and  the  American  Economic  Associa- 
tion in  New  York  a  few  years  ago,  Henry  Van  Dyke  felici- 
21 
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tated  the  two  societies  on  getting  together,  as  the  two  societies 
here  are  together  tonight,  and  remarked  that  there  was  a 
peculiar  propriety  in  their  getting  together  for  the  celebra- 
tion of  their  twenty-fifth  anniversary  because,  he  said,  in 
these  latter  days  economy  has  come  to  be  very  much  a  matter 
of  history.  It  occurs  to  me  that  the  members  of  both  the 
Economic  Association  and  the  Tax  Association  are  required 
to  practice  considerable  economy  in  order  to  be  able  to  get 
to  these  conferences. 

Professor  Plehn  suggested  that  there  would  be  no  great 
difficulty  in  having  collection  at  source  to  such  an  extent  that 
it  might  take  in  some  people  who  are  not  taxable,  but  that 
in  such  cases  the  government  could  refund  the  amount.  That 
is  exactly  what  happens  in  England  and  when  I  was  in 
London  three  years  ago  and  discussed  the  matter  with  the 
officials  there,  I  found  that  the  number  of  such  claims 
amounted  to  over  700,000  and  constituted  the  most  burden- 
some and  objectionable  feature  of  the  whole  law,  as  they  told 
me.  Professor  Plehn  also  suggested  that  the  information 
would  not  be  given  cheerfully.  Now  we  have  the  system  of 
information  at  source  in  Wisconsin,  and  no  part  of  the  Wis- 
consin income-tax  law  has  worked  with  such  smoothness  and 
satisfaction  as  that  relating  to  information  at  source.  Its 
operation  has  been  altogether  satisfactory,  as  both  Professor 
Adams  and  myself  can  testify,  because  I  was  some  two  years 
in  that  work  and  had  occasion  to  watch  it  especially. 

It  works  in  Wisconsin  like  this.  There  is  a  large  corpora- 
tion which  employs  perhaps  twelve  hundred  men.  We  send 
the  corporation  blanks  calling  for  the  name  of  each  employee, 
his  address,  and  the  amount  of  wages  paid  to  him,  providing 
the  employee  received  over  seven  hundred  dollars.  They 
leave  out  all  the  office-boys  and  those  who  get  less  than  seven 
hundred  dollars.  They  also  have  to  return  the  salaries  of  their 
officers,  a  list  of  the  dividends  paid,  and  to  whom  they  were 
paid.  Those  are  aU  sent  to  the  tax  commission.  And  I 
think  Professor  Adams  will  bear  me  out  in  saying  that  there 
has  never  been  any  grave  objection  to  it — to  the  clerical  labor 
involved — on  the  part  of  the  corporations.  We  receive  a 
large  number  of  these  reports.     We  have  10,000  corporations. 


THE  FEDEEAL  INCOME  TAX  323 

The  clerks  take  hold  of  those  reports  and  classify  them.  All 
that  relate  to  people  receiving  money  in  the  district  of 
Waukesha  County,  for  example,  will  be  put  in  one  pile  by  them- 
selves and  those  reports  will  then  be  sent  to  the  assessor 
of  incomes  in  Waukesha  County.  He  puts  them  in  his  file, 
and  if  anybody  making  a  return  of  salary  or  of  dividends 
has  taken  the  liberty  of  changing  the  amount,  the  assessor  can 
ascertain  the  fact  in  a  minute  by  referring  to  the  return  of 
the  employer  or  of  the  corporation  which  paid  the  dividend. 
And  because  the  employee  and  the  recipient  of  dividends 
know  that  the  assessor  of  incomes  is  perfectly  informed  on 
the  subject,  he  seldom  makes  it  different.  In  rare  instances 
discrepancies  have  been  discovered  and  then  we  have  usually 
found  there  was  some  innocent  error  or  misunderstanding. 
If  there  has  been  any  disinclination  to  give  the  salaries  paid, 
I  am  sure  we  never  observed  it  there. 

Another  point  had  to  do  with  inventories.  That  raises  a 
very  debatable  question  on  both  sides  of  which  a  great  deal 
can  be  said.  I  went  into  the  office  in  Wisconsin  rather  op- 
posed to  inventories.  The  principle  of  inventories  is  not 
objectionable,  but  I  argued  that  no  two  men  made  an  inven- 
tory alike.  One  merchant  would  put  in  his  goods  at  what  he 
called  shelf  value,  which  in  itself  was  an  indeterminate  item, 
and  might  mean  one  of  a  half  dozen  things;  another  man 
might  put  in  his  goods  at  what  they  cost  years  before  with- 
out reference  to  depreciation ;  another  man  might  put  them 
in  at  what  he  considered  the  market  value  at  the  time  he  made 
the  inventory ;  and  there  are  still  other  bases  a  little  more 
complicated.  Those  are  the  objections  to  the  inventory  sys- 
tem. But  the  inventory  system  has  some  peculiar  advant- 
ages, particularly  where  the  accounting  is  kept  on  an  accrual 
basis.  As  a  matter  of  fact,  in  the  eastern  district  of  Wis- 
consin, the  federal  income  tax  authorities  do  not  allow  in- 
dividuals to  use  inventories  in  the  way  suggested  by  the  com- 
mittee, and  the  principal  object  of  the  committee,  as  I  under- 
stand it,  was  to  get  a  clear  and  certain  expression  in  the  law 
on  this  point.  I  am  not  altogether  sure  whether  it  is  desir- 
able or  not.  There  are  a  great  many  arguments  on  both 
sides.     But  an  inventory  system  where  you  are  carrying  a 
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lot  of  property,  and  which  you  are  perhaps  depreciating  a 
little  now  and  a  little  then,  presents  some  special  advantages ; 
in  fact  we  can  hardly  get  along  without  using  it  to  make  out 
some  returns. 

Mr.  E.  B.  Howard:  There  is  a  minor  recommendation 
made  by  the  committee  that  I  would  like  to  impress  upon 
this  conference  for  the  benefit  of  the  states  that  now  have  a 
state  income  tax.  My  state  has  an  income  tax  and  I  as  state 
auditor  am  charged  with  the  levying  of  that  tax  and  the 
collecting  thereof.  Formerly  we  had  an  income  tax — previous 
to  the  last  session  of  the  legislature — which  provided  that 
the  county  assessors  should  gather  the  data  as  to  the  incomes 
of  the  people  in  the  state  amenable  to  the  income-tax  law 
and  report  the  facts  to  me  as  state  auditor.  Then  I  certified 
the  proper  figures  back  to  the  counties.  The  result  of  that 
law,  Mr.  Chairman,  was  that  in  our  state  last  year  157  people 
paid  a  state  income  tax  while  something  like  2300  paid  the 
federal  income  tax.  Recently  I  had  business  in  Washington 
and  I  had  asked  our  governor  to  make  a  request  that  I  be 
given  an  opportunity  by  the  federal  authorities  to  examine 
the  federal  income  tax  rolls  for  the  state  of  Oklahoma.  I 
made  my  request  to  Mr.  Wilson  and  was  referred  by  him  to 
Mr.  Osborne.  They  had  not  had  called  to  their  attention  the 
fact  that  there  was  not  in  the  law  a  specific  provision  pro- 
hibiting the  giving  out  of  personal  incomes.  The  law  is 
silent  upon  that  point,  but  says  that  state  officers  may  inspect 
the  income  reports  of  corporations.  Mr.  Osborne,  when  I 
asked  for  that,  had  not  thought  of  the  distinction,  called  his 
chief  and  instructed  him  to  furnish  me  with  that  roll.  Then 
he  discovered  that  although  the  law  is  silent,  Mr.  McAdoo  in 
issuing  instructions  as  to  the  enforcement  of  the  law  had 
written  into  those  instructions  a  prohibition  of  giving  to  any 
state  official  the  personal  incomes  of  residents  of  his  state.  I 
then  had  a  conference  with  Senator  Gore  and  Mr.  Osborne, 
and  those  gentlemen  promised  me  that  for  the  benefit  of  the 
states  which  have  an  income  tax,  and  those  who  will  probably 
come  to  it  later,  they  would  introduce  at  the  next  session 
of  Congress  an  amendment  or  bill  of  some  nature  that  would 
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remove  that  prohibition  and  give  states  having  income  taxes 
access  to  those  rolls. 

Now  as  a  matter  of  reciprocity  we  find  that  we  can  be  of 
great  benefit  to  the  federal  government  in  collecting  the  in- 
come tax.  In  my  state,  for  instance,  there  are  over  1400  men 
reporting  to  me  upon  one  line  of  business,  and  if  we  were 
reciprocating  as  to  the  incomes  with  the  federal  authorities, 
they  could  secure  that  information  with  very  little  expense 
and  dispense  with  a  great  many  of  the  agents  which  they  now 
have  in  the  field  gathering  data.  So  we  are  going  to  intro- 
duce an  amendment  or  bill  at  the  next  session  of  Congress 
for  the  benefit  of  the  states.  I  believe  that  the  passage  of 
such  an  amendment  would  result  in  a  more  economical  col- 
lection of  the  income  tax  by  the  federal  government,  and  cer- 
tainly would  make  the  collection  of  it  by  states  a  more  in- 
expensive matter.  If  it  is  within  the  province  of  this  as- 
sociation, I  trust  that  some  action  endorsing  legislation  of 
that  kind  by  Congress  will  be  taken  at  this  session. 

Mr.  Oscar  Leser:  Mr.  Chairman,  I  suggest  that  if  Mr. 
Corbin  is  here,  he  be  asked  to  describe  how  Connecticut  has 
availed  herself  of  the  federal  machinery  for  the  purpose  of 
enforcing  her  state  income  tax. 

Chairman  Wilcox:  Mr.  Corbin,  are  you  disposed  to  say 
something  about  the  working  of  the  Connecticut  system. 

Mr.  William  H.  Corbin  :  I  am  not  quite  ready  to  take  part 
in  this  discussion  because  the  Connecticut  law  only  went  into 
effect  the  first  of  August.  The  first  report  is  to  be  made  next 
April.  There  has  been  no  attempt  as  yet  to  administer  the 
law.  The  Connecticut  statute  requires  every  corporation  of 
the  state  to  make  a  return  which  will  give  the  information, 
specified  in  twelve  separate  items,  which  has  been  reported 
to  the  federal  government.  One  of  the  questions  is  the  net 
taxable  amount  on  which  the  tax  was  levied  by  the  federal 
government.  Then  of  course  there  will  be  other  questions 
calling  for  the  information  which  is  necessary  to  collect  the 
tax  or  part  of  the  tax  from  non-resident  corporations  or  of 
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the  tax  from  corporations  which  have  a  large  amount  of 
property  or  do  a  large  amount  of  business  outside  of  the 
state.  The  basis  of  apportionment  in  the  ease  of  corpora- 
tions which  own  physical  property  within  and  without  the 
state  is  the  ratio  which  the  fair  cash  value  of  the  physical 
or  tangible  personal  property  and  real  property  in  the  state 
of  Connecticut  bears  to  the  fair  cash  value  of  such  prop- 
erty wherever  located.  If  a  corporation  does  not  get  its  pro- 
fits largely  from  the  use  of  tangible  property  and  does  not 
hold  tangible  property  in  two  states,  then  the  corporation  is 
to  report  the  gross  receipts  from  its  business  within  and 
without  the  state  of  Connecticut,  and  the  apportionment  is  to 
be  made  on  that  basis. 

I  can  simply  say  that  the  law  attempts  to  follow  almost 
exactly  the  requirement  of  the  federal  law,  putting  the  entire 
burden  on  the  federal  government  of  determining  what  ex- 
emptions and  deductions  shall  be  allowed  or  disallowed ;  but 
requiring  the  corporation  to  report  to  us  the  next  taxable 
amount;  with  the  provision  that  if  a  supplemental  report  is 
made  to  the  government  as  a  result  of  investigation  on  the 
part  of  government  officials,  a  copy  of  the  amended  return 
shall  be  filed  with  the  state  of  Connecticut  and  an  additional 
tax,  if  required,  be  paid  to  the  state.  If  a  reduction  is  made 
by  the  federal  government,  then  the  state  of  Connecticut 
will  make  a  similar  reduction  on  the  basis  of  the  federal 
finding.  It  seems  to  me  that  this  is  the  ideal  way  to  put  the 
burden  of  the  administration  on  the  federal  government,  and 
let  the  state  accept  the  net  taxable  amount,  using  wliatever 
rate  it  wishes  to  impose  and  collecting  the  tax  upon  that 
basis.  I  feel  that  two  j^ears  from  now  the  legislature  of 
Connecticut  will  be  interested  in  extending  this  tax  to  in- 
dividuals and  co-partnerships.  I  personally  favor  it.  Per- 
haps next  year  I  shall  have  some  great  tale  of  woe  to  tell 
to  my  fellow  members  of  the  National  Tax  Association ;  but 
at  the  present  time  we  are  hopeful  that  this  tax  will  bring 
in  between  $1,000,000  and  $1,500,000  to  the  state  of  Con- 
necticut, which  certainly  needs  the  money. 

Prop.  T.  S.  Adams  :  I  should  like  to  say  a  few  words  about 
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those  clauses  of  the  report  which  Professor  Plehn  has  dis- 
cussed. Take  first  the  question  of  losses.  I  do  not  believe 
that  there  is  any  part  of  the  federal  income  tax  which  has  so 
shocked  the  moral  and  business  sense  of  the  people  of  this 
country  as  the  ruling  of  the  Internal  Revenue  Department — 
a  ruling  made  against  the  wishes  of  the  administrative  officers 
I  understand — to  the  effect  that  all  gains  shall  be  subject  to 
the  tax  but  that  certain  corresponding  losses  shall  not  be 
deductible.  In  other  words,  if  I,  as  a  college  professor  or  tax 
administrator,  buy  $10,000  worth  of  stock  and  sell  it  at  a  loss 
of  $5,000,  I  cannot  claim  the  loss.  I  lose  it  all  right.  It  is 
a  pure,  unadulterated,  undebatable  loss.  Moreover,  if  I  had 
sold  at  a  profit  of  $5000,  the  profit  would  be  taxed.  But  the 
loss  is  not  allowed  because  of  a  very  strained  and  technical 
construction  of  the  wording  of  the  law.  I  really  think  it  is 
only  necessary  to  read  the  federal  ruling,  to  prove  the  ap- 
propriateness and  soundness  of  the  committee's  recommen- 
dation. Listen  to  this;  some  of  you  may  not  have  had  your 
attention  called  to  it: 

A  person  not  a  recognized  or  licensed  dealer  in  stock  and  bonds  makes 
$5,000  profit  during  the  year  on  a  stock  purchase  and  sale,  and  makes  a 
loss  during  the  same  year  on  a  stock  purchase  and  sale  of  $4,000.  Is  it 
correct  to  return  this  difference  of  $1,000  in  gains,  or  should  the  entire 
$5,000  be  returned  as  gain?  This  office  holds  that  the  profit  of  $5,000 
is  income  to  be  included  in  a  return  of  income,  and  that  the  $4,000  is 
not  such  a  loss  as  may  be  deducted  in  a  return  of  income,  for  the 
reason  that  it  has  not  incurred  ' '  in  trade  ' '  within  the  accepted  defini- 
tion of  that  term.     (T.  D.  2135.) 

I  infer  that  the  legal  advisers  of  the  United  States  Govern- 
ment, have  incorporated  into  the  American  law  a  construction 
of  the  words  "  in  trade  "  taken  from  the  English  law,  which 
is  not  wholly  applicable  here.  In  any  event,  I  do  not  care 
whether  it  is  good  English  law  or  good  American  law ;  it  is  not 
sound  common  sense  to  insist  that  all  gains  made  from  a 
transaction  in  securities — as  a  matter  of  fact  from  a  trans- 
action in  anything  other  than  the  principal  business  of  the 
taxpayer — shall  be  taxable  and  no  corresponding  losses  al- 
lowed. Personally,  I  feel,  that  the  proper  theoretical  rule  is 
found  in  the  last  and  concluding  sentences  of  the  committee's 
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recommendation  on  this  point,  which  reads  as  follows: 
"  Your  committee,  therefore,  recommends  that  the  fourth 
deduction  allowed  to  individuals  should  include  all  losses 
incurred  in  the  business,  trade  or  profession  in  which  they 
are  engaged  and  all  losses  of  property  used  for  investment 
or  speculative  purposes  where  the  gain,  if  any,  would  be  sub- 
ject to  tax." 

Professor  Plehn  made  an  exceedingly  wise  and  illuminat- 
ing statement  when  he  said  that  income  taxes  should  to  a 
very  large  degree  state  general  principles  and  leave  adminis- 
trative officers  to  find  the  correct  technical  administration  of 
those  principles.  There  you  have  a  principle  which  in  part, 
by  reason  of  the  phraseology  of  one  section  of  the  state  law, 
we  have  been  permitted  to  apply  in  Wisconsin.  We  find  that 
it  works.  And  we  find  more  satisfactorily  still,  that  the 
taxpayer's  sense  of  fairness  is  met  by  such  a  construction. 
I  am  convinced  that  nothing  is  so  essential  to  the  success  of 
an  income  tax  as  provisions  which  appeal  to  the  common  fair- 
ness of  the  average  citizen.  Professor  Plehn  expresses  a 
doubt  about  the  honesty  and  trustworthiness  of  the  average 
taxpayer.  I  cannot  speak  for  the  taxpayers  of  any  state 
except  those  of  Wisconsin,  plus  the  large  interstate  corpora- 
tions which  do  business  in  Wisconsin  and  other  states,  but 
speaking  for  those  classes,  I  do  not  believe  that  five  per  cent 
ever  make  any  attempt  to  evade  the  provisions  of  the  law. 
As  a  matter  of  fact  the  American  taxpayer  is  honest,  and  his 
past  attempts  to  evade  taxes  have  arisen  largely  from  in- 
equitable provisions  of  tax  laws  themselves.  If  you  impose 
a  property  tax,  for  instance,  which  attempts  to  take  forty 
or  fifty  per  cent  of  the  income  from  certain  securities  each 
year,  he  will  evade  the  tax,  and  he  will  believe  that  he  is 
right  in  so  doing.  I  am  not  so  certain  that  he  is  Avrong. 
But  if  you  impose  an  income  tax  with  reasonable  rates  and 
with  provisions  that  are  fair  both  to  the  taxpayer  and  the 
state ;  and  if  you  make  it  plain  to  the  taxpayer  that  you  have 
adopted  general  principles  which  you  will  follow  both  to  your 
disadvantage  as  well  as  your  advantage;  the  taxpayer  will 
meet  you  half  way,  and  you  will  be  surprised  not  by  the 
number  of  attempts  to  evade  the  tax  but  by  the  astonishingly 
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welcome  and  refreshing  evidence  of  a  desire  to  co-operate 
with  administrative  authorities.  A  few  people  will  lie.  Per- 
haps there  are  two  or  three  per  cent  who  will  lie,  if  you  let 
them ;  the  rest  will  tell  the  truth  without  any  great  pressure. 

Mr.  Oscar  Leser:  Is  it  not  a  fact,  Dr.  Adams,  where  you 
have  an  oppressive  law,  like  a  large  tax  on  securities,  that  if 
the  taxpayer  does  not  lie  the  assessor  will  do  it  for  him  ? 

Prof.  T.  S.  Adams:  There  was  never  a  more  pregnant  re- 
mark made  than  that.  You  cannot  get  a  tax  assessor  to  en- 
force resolutely  a  law  which  he  knows  is  inequitable.  This 
provision  respecting  trade  losses  was  called  to  our  attention 
by  several  persons  engaged  in  enforcing  the  federal  tax,  and 
one  of  them  said :  ' '  Get  if  you  can  a  decent  interpretation  of 
the  words  '  in  trade.'  "  I  dare  say  there  is  no  internal  re- 
venue collector  in  the  United  States  who  enforces  that  ruling 
of  the  law  without  a  protest  from  his  own  conscience.  It  is 
not  right,  and  those  who  administer  the  law  know  it  is  not 
right.     But  I  am  taking  more  than  five  minutes. 

Mr.  C.  p.  Link  :  I  move  Mr.  Adams  by  unanimous  consent 
be  given  such  time  as  he  wishes. 

Motion  carried. 

Prof.  T.  S.  Adams:  I  want  to  say  a  word  also  about  de- 
preciation. Depreciation  is  a  troublesome  thing  at  the  be- 
ginning of  an  income  tax.  It  is  ceasing  to  be  very  trouble- 
some in  "Wisconsin  although  I  do  not  know  whether  that  is 
true  of  the  federal  law  or  not.  But  after  a  time  the  question 
of  depreciation  gradually  settles  down  to  a  more  or  less  me- 
chanical routine ;  and  it  is  to  be  remembered  that  errors  in  the 
depreciation  allowance  correct  themselves  in  the  long  run,  so 
far  as  an  income  tax  is  concerned.  If  your  problem  is  the 
valuation  of  a  railroad,  for  purposes  of  rate  regulation  or 
public  purchase,  the  final  determination  may  hinge  very 
largely  on  the  question  of  depreciation,  and  such  a  determin- 
ation may  be  made  once  and  for  all  perhaps.     The  errors 
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here  are  not  self -corrective.  But  with  the  income  tax  an  error 
made  one  year  can  usually  be  corrected  later.  Suppose,  for 
instance,  you  have  a  building  which  you  believe  will  last  fifty 
years  and  Avhich  you  are  depreciating  two  per  cent  a  year, 
on  the  straight  line  basis.  Suppose  later  you  discover  that 
the  building  is  subject  to  the  action  of  destructive  acids  and 
vapors,  on  account  of  which  it  will  last  only  twenty-five  years. 
"When  this  fact  is  discovered  a  four  per  cent  depreciation 
may  be  charged,  together  with  something  additional  to  make 
up  for  the  insufficient  allowance  that  had  been  charged  in 
previous  years.  Moreover,  we  can  usually  get  down  to  a  sub- 
stantially correct  basis  when  the  property  is  actually  used 
up  and  has  to  be  replaced.  The  longer  an  income  tax  lasts 
the  more  opportunity  is  found  for  rectifying  any  errors  in 
depreciation  previously  made.  Furthermore  my  experience 
leads  me  to  believe  that  a  majority  of  business  concerns  are 
writing  off  too  little  depreciation — not  too  much.  Most  busi- 
ness concerns  are  so  impressed  with  the  necessity  of  making  a 
favorable  showing  to  their  stockholders  and  to  the  banks,  that 
they  hardly  write  off  sufficient  depreciation.  Many  of  them 
consistently  write  off  less  than  published  rulings  of  the  de- 
partment would  permit.  The  depreciation  problem  dwindles 
in  importance  as  time  passes. 

I  pass  to  another  recommendation  of  the  committee  which 
has  been  mentioned:  the  recommendation  that  business  con- 
cerns be  permitted  to  employ  as  the  basis  of  their  returns, 
that  variety  of  accounting  which  they  use  in  keeping  their 
own  books  and  accounts.  Now  the  success  of  an  income  tax 
depends  on  a  number  of  things :  first  of  all  perhaps  the  feel- 
ing in  the  minds  of  taxpayers  that  it  is  an  honest  and  equit- 
able law,  and,  secondly,  upon  administrative  vigilance  and 
energy.  But  with  corporations  it  rests  equally  upon  the 
possibility  of  going  to  their  books  and  testing  their  income 
returns  by  reference  to  the  books  of  the  corporation.  Such 
reference  to  the  books  can  only  be  made  in  the  great  majority 
of  cases  by  accepting  the  method  of  bookkeeping  employed 
by  the  concern  itself.  Administrative  authorities  cannot  go 
to  the  books  and  recast  all  of  the  accounts.  If  the  corpora- 
tion has  been  using  a  system  of  accrual  accounting,  j^ou  can- 
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not  go  back  and  translate  that  into  a  system  of  cash,  account- 
ing, unless  you  can  spend  two  or  three  weeks  or  months  there. 
If  a  corporation  has  been  reappraising  its  capital  assets  year 
by  year,  as  most  large  land  companies  do  and  as  most  in- 
vestment companies  do,  you  cannot  usually  go  back  and  make 
up  an  accurate  return  on  an  entirely  different  basis.  Pro- 
fessor Plehn  seemingly  interpreted  our  recommendation  to 
mean  that  the  federal  government  must  accept  the  kind  of 
accounting  employed  by  the  taxpayer.  The  actual  recom- 
mendation is  that  the  administrative  authorities  may  at  their 
option  accept  the  method  of  accounting  used  by  the  taxpayer. 
We  have  such  a  provision  in  the  Wisconsin  law  and  I  would 
not  be  without  it  under  any  circumstances.  In  forty-nine 
cases  out  of  fifty,  it  is  not  profitable  from  any  standpoint,  to 
attempt  to  reshape  the  accounts  of  the  taxpayer.  You  can 
check  up  and  modify,  if  necessary,  three  or  four  principal 
accounts,  but  you  cannot  do  more  without  weeks  of  work. 
And  it  is  unnecessary  to  do  more.  The  results  are  substan- 
tially accurate  and  correct. 

Referring  to  inventories;  I  think  the  word  "  inventories  " 
was  unfortunately  used  in  this  discussion.  The  committee's 
report  has  nothing  to  do  with  the  ordinary  inventorying  of 
merchants'  stock.  That  is  required  now  so  far  as  stocks  of 
products,  stores  and  material  used  in  manufacture  are  con- 
cerned. What  this  report  deals  with  is  the  reappraisal  of 
capital  assets  from  time  to  time.  So  far  as  capital  assets 
are  concerned,  no  accounting  for  gain  or  loss  may  be  made  until 
it  is  actually  realized  by  sale  or  some  definite  event  of  that 
kind,  under  existing  rulings.  But  in  some  kinds  of  business 
it  is  almost  necessary  to  make  reappraisals  from  time  to  time, 
.  In  the  case  of  large  land  companies,  particularly  when  they 
are  cutting  timber  or  platting  land  extensively  in  suburbs, 
inventories  involving  reappraisals  of  capital  assets  are  almost 
necessary.  And  whether  the  federal  government  recognizes 
it  or  not,  accounts  are  going  to  be  made  on  this  basis  simply 
because  it  is  both  necessary  and  convenient. 

What  I  wish  to  make  plain  is  first,  that  these  recommenda- 
tions have  been  amply  safeguarded ;  second,  that  they  are  the 
result  of  actual  dealing  with  the  law;  and  third,  that  they 
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have  been  made  not  in  the  spirit  of  making  things  easier  or 
more  lenient  for  the  taxpayer,  but  in  the  dual  spirit  of  at- 
tempting to  make  them  easier  for  the  taxpayer  and  more  satis- 
factory to  the  government  itself.  Professor  Plehn  said 
something  about  attempting  to  be  too  precise.  There  is  a 
real  danger  there.  But  I  do  not  think  we  have  attempted 
to  be  too  precise.  For  instance,  instead  of  attempting  to 
insist  upon  any  specific  method  of  accounting,  we  have  said, 
let  the  corporation  use  the  method  of  accounting  which  it  has 
employed  in  the  past,  subject  to  the  approval  of  the  depart- 
ment. So  again,  we  have  asked  for  the  definition  of  some 
terms,  but  we  recognize,  as  he  does,  that  at  points  and  places 
there  are  terms  which  cannot  be  safely  defined  with  present 
knowledge  and  experience.  We  fortunately  have  present  to- 
night a  man  who  has  possibly  given  more  time  and  thought 
to  the  definition  of  income  than  any  other  man  living.  But 
even  Professor  Irving  Fisher  has  probably  never  carefully 
thought  out  the  question  of  the  time  at  which  income  may 
be  said  to  be  realized  for  purposes  of  taxation.  On  many 
such  points  we  must  feel  our  way  considerably  further  be- 
fore we  define  terms;  and  the  committee  recognizes  this  truth 
in  a  recommendation  which  is  typical  of  the  spirit  in  which 
this  report  has  been  formulated.  "  Your  committee,  how- 
ever, Avould  not  press  this  matter  too  far.  We  recognize  that 
in  certain  cases  a  hard  and  fast  definition  of  some  terms  might 
do  more  harm  than  good.  And  we  are  convinced  of  the  fact 
that  in  respect  to  some  other  terms,  we  are  not  yet  prepared 
to  make  a  satisfactory  definition,  and  that  in  sucli  easis  the 
real  meaning  should  grow  under  thoughtful,  equitable  inter- 
pretation by  the  administrative  authorities  and  the  courts." 
This  is  read  not  for  its  own  sake,  but  to  emphasize  the  spirit 
in  which  that  report  has  been  formulated. 

Mr.  OsCxV.r  Leser:  I  wish  to  ask  Dr.  Adams  one  question, 
relating  to  the  Wisconsin  law,  whether  you  recognize  the 
fiscal  year  of  a  corporation. 

Prof.  T.  S.  Adams:  We  recognize  it  at  the  discretion  of 
the  administrative  authorities.     In  general  we  follow  the  Ian- 
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guage  of  the  federal  act,  providing  for  a  cash  accounting, 
but  the  first  section  contains  this  statement  "  provided  that 
corporations  and  partnerships  which  customarily  close  their 
annual  accounts  on  a  date  other  than  December  31,  or  which 
customarily  estimate  their  income  or  profits  on  a  basis  other 
than  of  actual  cash  receipts  and  disbursements  may,  with  the 
consent  and  approval  of  the  tax  commission,  return  for  as- 
sessment and  taxation  the  income  or  profits  earned  during 
the  business  year  for  which  their  accounts  are  customarily 
made  up." 

Chairman  "Wilcox:  Professor  Fisher,  are  you  disposed  to 
say  anything  tonight? 

Professor  Irving  Fisher:  I  was  very  much  surprised  to 
have  my  name  called.  I  do  not  think  I  ought  to  take  up  any 
time  further  than  to  say  that  I  realize  that  the  theoretical 
refinements  necessary  in  defining  income  have  very  little  place 
in  a  law  for  practical  taxation.  Theoretically  I  am  satisfied 
that  income  in  and  of  itself  is  income  enjoyed,  and  corres- 
ponds substantially  in  money  value  to  what  we  ordinarily 
call  our  personal  expenditure.  Practically  I  think  that  in 
nine  cases  out  of  ten  the  law  as  it  is  at  present  drawn  strikes 
that  income.  It  is  only  in  extraordinary  cases,  especially  of 
appreciation  or  depreciation  of  property,  that  a  distinction 
would  need  to  be  made.  I  have  intended  ever  since  this  in- 
come tax  law  was  passed  to  make  a  critical  study  of  it,  but  I 
have  not  had  time  to  do  it,  and  I  would  not  like  on  the  spur 
of  the  moment  to  venture  any  criticism. 

Mention  has  been  made  of  a  study  of  the  distribution  of 
incomes  from  the  statistics  published  by  the  Commissioner  of 
Internal  Revenue.  I  hope  that  the  suggestions  made  in  the 
paper  referred  to,  will  be  carefully  considered  by  you  in- 
dividually, if  not  by  the  National  Tax  Association ;  and  that 
either  by  amendment  to  the  law  or  by  administrative  action 
of  the  Commissioner  of  Internal  Revenue,  the  statistics  will 
be  published  in  such  a  way  as  to  permit  us  to  get  the  dis- 
tribution of  incomes  in  th6  United  States.  I  have  made  a 
rough  attempt  on  the  basis  of  one  page  of  the  report  of  the 
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Commissioner  of  Internal  Revenue  especially,  to  test  the  valid- 
ity of  Professor  Pareto's  formula,  which  I  found  was  ap- 
plicable to  all  the  countries  where  income  taxes  had  been 
worked  out.  Eoughly  his  average  result  is  this:  if  you  take 
any  income,  say  $5,000,  and  consider  the  number  of  persons 
having  that  income  or  above,  then  take  another  income  slightly 
different  from  this,  say  $5,500,  increasing  the  limit  by  ten 
per  cent,  by  what  percentage  will  you  decrease  the  number  of 
people  who  have  that  income,  or  above?  And  he  finds  in 
general  it  will  be  about  fifteen  per  cent.  Putting  it  roughly, 
for  every  one  per  cent  increase  in  income  there  will  be  a  de- 
crease in  numbers  of  one  and  one-half  per  cent.  I  find  that 
this  applies  substantially^  to  the  federal  income-tax  statistics 
for  this  country,  all  the  way  along  the  line  from  top  to  bottom, 
and  for  each  individual  state.  Probably  it  would  work  out 
even  more  exactly  if  the  results  were  more  trustworthy.  I 
hope  members  of  this  association  will  co-operate  in  making 
the  statistics  more  available  for  this  purpose  than  they  have 
been. 
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Allyn  a.  Young 

Professor  of  Economics  and  Finance,  Cornell  University;  and  Secretary- 
Treasurer,  American  Economic  Association,  Ithaca,  N.  Y. 

Tax  problems  have  a  way  of  taking  on  new  and  unexpected 
aspects  as  the  work  of  remodeling  our  tax  systems  proceeds. 
The  topic  which  I  have  to  discuss  has  in  it  nothing  new  in  the 
form  of  fresh  concrete  problems  or  of  unfamiliar  issues.  But 
it  is  new,  or  at  least  has  a  new  importance,  in  that  the  progress 
of  tax  reform  has  gone  far  enough  to  bring  us  face  to  face  with 
this  matter  of  the  personal  basis  of  taxation,  as  a  fundamental 
question  which  has  to  be  answered  in  one  way  or  tlie  other  if 
we  are  to  have  anything  like  uniformity  or  consistency  in  our 
tax  systems. 

All  taxes,  of  course,  are  personal  in  the  sense  that  in  their 
final  incidence,  they  are  paid  out  of  personal  incomes ;  all 
taxes  (except  the  poll  tax)  are  impersonal  in  the  sense  that 
they  are  apportioned  on  the  basis  of  some  impersonal  magni- 
tude, such  as  propert}^,  income,  product,  import,  or  transfer. 
But  there  is,  nevertheless,  a  very  real  difference  between  what 
we  may  properly  call  personal  and  impersonal  taxation,  that 
is,  between  the  taxation  of  persons  and  the  taxation  of  things. 

The  distinction,  at  its  broadest,  is  between  taxation  framed 
and  imposed  so  as  to  fall  evenly  upon  a  given  class  of  things, 
without  reference  to  their  ownership,  and  taxation  so  adjusted 
as  to  be  distributed  uniformly  over  a  given  class  of  persons. 
Thus  indirect  taxes,  whatever  their  ultimate  incidence,  are 
from  this  point  of  view  always  and  everywhere  impersonal 
taxes.  They  are  imposed  upon  various  classes  of  things, — 
goods  or  transactions, — without  primary  reference  to  the  tax- 
payer, to  his  relation  as  resident  or  non-resident  to  the  govern- 
ment imposing  the  tax,  or  to  his  tax-pajdug  ability.  So  with 
import  duties   (in  their  revenue  aspect),  with  excise  taxes, 

336 


PERSONAL  OR  IMPERSONAL  TAXATION  337 

with  stock-trausfer  taxes,  with  stamp  taxes  of  various  sorts, 
and  with  a  host  of  others. 

But  while  all  iudirect  taxes  are  of  necessity  impersonal 
taxes,  seeking  the  taxable  thing  or  the  taxable  act,  and  dis- 
regarding the  status  of  the  individual  taxpayer,  it  does  not 
follow  that  all  direct  taxes  are  personal  taxes.  Income  taxes, 
proportional  or  progressive,  falling  alike  on  different  classes 
of  income-receivers,  are  personal  taxes.  The  general  property 
tax  is  a  personal  tax  in  its  general  purpose  and  its  traditions, 
although  not  in  all  the  details  of  its  operation.  And  so  with 
the  inheritance  tax  and  the  habitation  tax.  But  a  tax  upon 
one  specific  kind  of  property,  such  as  a  tax  upon  automobiles 
or  dogs  or  land,  or  even  upon  real  estate  in  general,  is  not, 
taken  by  itself,  a  personal  tax.  Such  a  tax  may,  indeed,  if 
supplemented  by  taxes  upon  other  evidences  of  tax-paying 
ability,  be  part  of  a  general  system  of  personal  taxation. 
Isolated,  however,  it  is  an  impersonal  tax. 

Personal  taxation,  in  large  measure,  rests  more  or  less 
solidly  upon  the  ability-to-pay  principle  of  taxation;  im- 
personal taxation  finds  a  slender  prop  in  the  benefit  principle, 
or  expresses  national  commercial  policy,  or  is  to  be  considered 
as  sumptuary  legislation,  or  frankly  commands  support  on 
grounds  of  fiscal  expediency  and  administrative  economy,  or, 
as  in  the  case  of  the  single  tax  on  land,  is  based  upon  an  alleged 
public  equity  in  some  particular  form  of  property.  This  is 
not  to  say  that  all  impersonal  taxation  is  bad.  In  particular 
circumstances  one  or  another  of  these  various  principles  on 
which  impersonal  taxation  may  rest  may  properly  be  con- 
ceded to  have  both  validity  and  weight.  There  is  small  doubt 
but  that  we  shall  continue  to  have  impersonal  taxes,  and  per- 
fectly defensible  ones,  too,  and  very  likely  in  increasing 
variety.  The  pressing  question,  as  I  see  it,  is  to  what  extent 
these  two  contrasting  principles, — personal  or  impersonal  taxa- 
tion,— shall  be  recognized  in  our  tax  systems.  More  particu- 
larly, the  question  that  presents  itself  is  whether  the  principles 
of  personal  or  of  impersonal  taxation  shall  be  accorded  su- 
premacy in  the  work,  now  going  on,  of  remodeling,  pruning, 
and  supplementing  the  general  property  tax.  It  is  to  this 
question  that  I  shall  confine  myself  in  this  paper. 
22 
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The  general  property  tax,  as  I  have  said,  is  in  principle  a 
scheme  of  personal  taxation.  In  its  origins  property  was  taken 
as  the  measure  of  the  tax-paying  ability  of  the  property- 
owning  citizen.  Aside  from  difficulties  in  administration  it 
was  possible  to  keep  practice  fairly  well  in  line  with  j>rinciple 
so  long  as  nearly  all  taxable  property  was  found  in  concrete 
and  tangible  forms— lands,  buildings,  and  goods, — and  so 
long,  moreover,  as  such  property  was  located,  for  the  most 
part,  in  the  taxing  districts  in  which  its  owners  lived.  "We  all 
know  how  this  primitive  situation  has  been  changed  by  the 
growth  of  rapid  and  cheap  communication,  by  the  rise  of 
large-scale  business,  and  of  the  corporate  form  of  business  or- 
ganization. Wealth  still  is  found  in  concrete  and  tangible 
forms,  multiplied  both  in  quantity  and  variety.  But  the  old 
intimate  and  direct  relations  between  such  wealth  and  its 
owners  is  rapidly  passing.  In  place  of  simple  and  direct  forms 
of  property  and  possession  we  have  a  complex  subdivision  of 
the  equities  in  industrial  wealth,  represented  by  a  mass  of 
securities  and  other  evidences  of  rights  of  one  sort  or  another. 
And  these  securities,  these  evidences  of  rights  in  the  uses  and 
benefits  of  wealth,  are  themselves  deemed  property  by  our  law. 
So  we  find  that  the  distribution  of  persons,  of  tax-paying 
citizens,  among  different  taxing  districts,  is  a  very  different 
thing  from  the  distribution  of  concrete  and  tangible  forms  of 
wealth,  while  both  are  different  from  the  distribution  of  the 
securities  that  represent  the  equities  in  this  wealth. 

It  is  this  continuing  process  of  the  subdivision  and  disper- 
sion of  property  rights  that  has  brought  us  face  to  face  with 
the  problem  of  personal  or  impersonal  taxation.  In  this 
separation  of  men  and  their  possessions  shall  taxes  follow  the 
man  or  the  property  ?  The  easiest  and  probably  the  worst  way 
out  of  the  difficulty  was  merely  to  ignore  the  problem,  and 
so  far  as  possible  to  refuse  to  lift  the  burden  of  taxation  from 
either  the  person  or  the  property.  At  any  rate,  that  is  what 
happened.  And  so  we  have  the  problem  of  double  or  multiple 
taxation  by  competing  tax  jurisdictions,  the  problems  con- 
nected with  the  taxation  of  securities  and  credits,  and,  as  I 
think  I  may  add,  many  of  the  problems  of  corporation  taxa- 
tion.    These  are  the  problems  with  which  we  are  wrestling 
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to-day ;  and  hardly  a  proposal  has  been  made  toward  solving 
them  which  does  not  involve  some  definite  attitude  toward 
the  general  question  of  personal  or  impersonal  taxation.  At 
one  extreme  are  those  who  would  frankly  throw  aside  all  at- 
tempts at  personal  taxation  and  w^ould  depend  for  state  and 
local  revenues  upon  taxes  on  tangible  forms  of  wealth,  es- 
pecially real  estate,  supplemented,  perhaps,  by  a  variety  of 
indirect  and  special  taxes.  Back  of  many  such  proposals  lies 
the  shadow  of  the  single  tax,  which  involves,  of  course,  the 
frank  abandonment  of  any  personal  basis  of  taxation.  At  the 
other  extreme  are  those  who  would  retain  personal  taxation  at 
all  costs ;  who  would  enforce  the  general  property  tax  upon  all 
kinds  of  property  rights,  despite  the  double  taxation  in- 
evitably involved,  or  who  would  supplement  the  tax  upon 
tangible  property  by  special  taxes  upon  intangible  property 
or  upon  incomes. 

The  advocate  of  impersonal  taxation  is  not  without  weighty 
arguments.  Simplicity,  convenience,  efficiency  in  raising  re- 
venue, and  similar  points  are  things  which  he  is  prone  to 
stress.  Then,  especially  if  he  is  from  a  region  in  which  much 
outside  capital  is  invested,  he  will  very  likely  mention  the 
right  of  the  state  or  locality  to  tax  wealth  which  is  entrusted 
to  the  protection  of  its  laws.  And  if  he  is  a  single-taxer  he 
will,  of  course,  urge  that  there  is  a  public  equity  in  land 
values,  and  will  talk  about  the  repressive  effect  of  taxes  on 
other  kinds  of  wealth. 

The  advocate  of  personal  taxation,  in  his  turn,  will  have  no 
difficulty  in  making  out  a  strong  case.  Personal  taxation  is 
an  expression  of  the  now  dominant  ability-to-pay  or  faculty 
theory  of  taxation.  It  is  in  line  with  the  origins  and  tradi- 
tions of  voluntary  taxation  among  English-speaking  peoples. 
There  is  a  fine  and  wholesome  social  ideal  embodied  in  the 
notion  that  each  member  of  the  community  should  contribute 
to  the  public  purse  in  accordance  with  his  means.  Personal 
taxation  tends  to  create  interest  in  the  maintenance  of  efficient 
and  responsible  government.  It  serves  as  a  check  upon  the 
abuse  of  the  taxing  power  and  stands  in  the  way  of  that 
extravagance  in  public  expenditures  which  impersonal  taxa- 
tion is  apt  to  encourage.     It  recognizes  the  right  of  the  com- 
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munity  to  public  contributions  from  its  wealthy  citizens, 
whether  they  be  local  property-owners  or  not.  Finally,  the 
advocate  of  personal  taxation  might  add,  if  he  were  entirely 
candid,  it  is  definitely  and  diametrically  at  opposition  to  the 
principles  of  the  single  tax. 

Now  I  must  confess  frankly  that  to  me  this  second  set  of 
considerations  seems  weightier  than  those  which  I  have  men- 
tioned as  helping  to  support  the  case  for  impersonal  taxation. 
And  yet  we  must  squarely  face  the  fact  tliat  anything  like  a 
thorougli-going  application  of  the  principles  of  personal  taxa- 
tion is  both  impracticable  and  undesirable. 

In  the  first  place  there  is  the  obstinate  fact  that  there  is 
no  very  close  relation  between  the  distribution  of  personal 
tax-paying  ability  among  different  tax  districts  and  the  needs 
of  those  same  districts  for  public  revenue.  Anything  like  a 
thorough-going  system  of  personal  taxation  would  curtail  the 
public  revenues  in  many  Western  states,  in  manufacturing 
towns,  and  in  all  places  where  any  large  amount  of  outside 
capital  is  invested.  For  similar  reasons  public  revenues 
would  be  relatively  redundant  in  localities  where  wealthy  tax- 
payers are  congregated.  As  we  all  know,  the  wealthy  sub- 
urban community  of  tax-dodgers  owes  its  existence  not  only 
to  the  underassessment  of  personal  property  in  such  com- 
munities, but  also  to  the  fact  that  such  a  concentration  of 
personal  wealth  operates  automatically  to  reduce  the  local 
tax  rate.  If  all  taxes  were  personal  taxes,  assessed  at  the 
domicile  of  the  taxpayer,  we  may  be  very  certain  that  the 
tendency  toward  the  building-up  of  such  communities,  to- 
ward the  withdrawal  of  wealthy  men  from  the  civic  life  and 
responsibilities  of  poorer  communities,  would  be  very  greatly 
strengthened.  And  surely  this  is  a  thing  highly  objection- 
able on  general  political  and  social  grounds,  as  well  as  for 
purely  fiscal  reasons.  Our  tax  system  ought  not  to  be  such  as 
to  further  the  segregation  of  different  economic  classes. 

In  the  second  place,  any  attempt  to  put  all  state  and  local 
taxation  on  a  personal  basis,  would  encounter  what  seems  to 
me  an  unsurraountable  difficulty  in  the  fact  that  tlie  most 
firmly  entrenched  part  of  our  present  system,  the  tax  on  real 
property,  is  not  a  personal  tax.     Of  course  in  the  majority 
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of  cases  both  the  owner  and  the  property  are  found  in  the 
same  tax  district,  and  in  such  cases  the  tax  on  real  property 
fulfills  in  large  measure  the  purpose  of  a  personal  tax.  But 
exceptions  are  numerous  enough  to  disprove  the  rule.  Levied 
as  it  is  at  the  situs  of  the  property  the  tax  on  real  property 
is  in  principle  a  distinctly  impersonal  tax.  "When  the  tax- 
payer and  his  property  are  in  different  states  or  even  in  dif- 
ferent communities  in  one  state,  the  impersonal  character  of 
the  tax  stands  out  clearly.  The  citizen  of  one  state  or  com- 
munity contributes  to  the  support  of  another  state  or  com- 
munity if  he  happens  to  own  real  property  in  it,  and  in  that 
measure  his  tax-paying  ability  is  turned  into  channels  that 
supply  other  public  needs  than  those  in  which  he,  as  a  citizen, 
is  vitally  and  personally  interested.  And  yet  this  tax,  taken 
as  a  part,  even  the  important  part,  of  a  general  system  of 
taxation  has  almost  no  enemies,  even  among  the  most  active 
defenders  of  personal  taxation.  It  does  not  square  with  the 
ability-to-pay  theory  of  taxation,  and  so  we  are  accustomed  to 
try  to  reconcile  our  general  principles  and  our  practice  by 
grudgingly  admitting  a  modicum  of  truth  in  the  benefit  theory, 
or  in  what  Mr.  Lyons,  in  his  admirable  little  book,  calls  the 
cost-of -government  theory,  or  by  talking,  in  looser  terms,  of  the 
right  of  the  state  to  a  revenue  from  the  income  from  all  prop- 
erty within  its  boundaries,  or  even  by  claiming,  with  the 
single-taxers,  that  there  is,  after  all,  a  legitimate  public  or 
community  equity  in  landed  property. 

I  have  reviewed  some  of  the  commonplace  facts  of  American 
taxation  in  order  that  we  may  see  clearly  just  how  these  fami- 
liar matters  appear  in  the  light  of  an  insistent  emphasis  upon 
the  distinction  between  personal  and  impersonal  taxation. 

'  It  will  be  admitted,  I  think,  that  there  is  no  consistent  re- 
cognition of  the  ideal  of  personal  taxation  in  our  present  tax 
practice,  and  that  there  are  decisive  obstacles  in  the  way  of  the 
reorganization  of  our  tax  systems  upon  a  definitely  personal 
basis.  My  discussion  has  dealt  only  with  the  property  tax; 
but  an  examination  of  the  inheritance  tax  situation  would 
have  led  to  precisely  similar  conclusions.  The  same  may  be 
said  for  the  corporation  tax,  despite  the  fact  that  its  relation 
to  the  subject  under  discussion  is  a  little  more  complicated 
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than  that  of  the  other  taxes  I  have  mentioued.  Personal  taxa- 
tion, then,  is  a  tradition  of  the  past  and  an  ideal  for  the  future, 
rather  than  a  dominant  factor  in  the  present  situation. 

The  one  clearly  personal  element  in  the  general  property 
tax  has  been  the  tax  on  personal  property  levied  at  the 
domicile  of  the  owner.  This,  I  think,  explains  the  tenacity 
with  which  we  have  clung  to  it,  despite  its  general  ineffective- 
ness, and  despite  the  element  of  double  taxation  involved  in 
the  taxation  of  intangible  personal  property.  This  is  why, 
in  some  states,  we  still  try  to  enforce  it  in  its  enide  form, 
and  why,  in  other  states,  we  give  it  up  only  to  make  way  for 
some  substitute  for  it  which  will  reach  the  same  taxpayers, 
such  as  a  low  tax  on  the  same  kind  of  property  or  a  tax  on 
incomes  derived  from  such  property.  Of  course  other  factors 
are  also  responsible  for  the  effort  to  find  an  efficient  substitute 
for  the  personal  property  tax.  The  continuing  need  of  in- 
creased public  revenues  and  the  unwillingness  of  real-estate 
owners  to  bear  larger  tax  burdens  than  they  are  now  carrying, 
have,  for  example,  had  an  important  influence  upon  the  matter. 
But  unless  I  am  greatly  mistaken  the  most  powerful  single 
influence  back  of  these  new  developments  in  American  taxa- 
tion has  been  the  widely-shared  conviction  that  men  of  means 
should  not  be  freed  from  the  necessity  of  making  personal 
contributions  to  the  expenses  of  their  own  local  and  state  gov- 
ernments, even  though  the  income  of  such  men  might  come 
from  property  already  taxed  in  another  jurisdiction;  from 
equities  in  business  corporations  subject  to  general  and  special 
taxation,  or  from  mortgages  on  fully-taxed  real  property. 
Because  of  the  pressing  importance  of  this  matter  of  personal 
taxation  we  have  virtually  relegated  the  problems  oi.  ultimate 
incidence  and  of  double  taxation  to  a  position  of  secondary 
importance. 

It  is  because  I  am  in  cordial  sympathy  with  this  movement 
for  efficient  personal  taxation  that  I  shall  venture  to  point 
out  what  seems  to  me  certain  obvious  shortcomings  of  these 
new  solutions  of  the  old  personal-property  tax  problem,  short- 
comings which  do  not  weaken  their  claim  to  be  considered  a 
very  important  step  forward,  but  which  do  seem  to  stand  in 
the  way  of  their  being  considered  a  permanent  and  final 
adjustment  of  the  matter. 
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The  new  taxes  which  are  being  introduced  in  place  of  the. 
old  personal-property  tax  find  their  justification  in  the 
principle  of  personal  taxation.  They  are  personal,  but  they 
are  tacked  onto  a  system  which,  in  principle,  is  impersonal. 
"We  tax  real  property  at  its  situs;  we  tax  some  kinds  of 
tangible  personal  property  at  situs  or  domicile,  or  both,  and 
then  we  tax  at  the  domicile  certain  kinds  of  personal 
equities  in  property  taxed  at  situs.  This  statement  holds  true 
of  a  supplemental  income  tax,  such  as  Wisconsin's,  just  as  it 
does  of  a  special  tax  at  a  low  rate  on  intangible  personal 
property. 

Contrast  this  system  with  a  possible  one  in  which  the  two 
bases  of  taxation,  the  personal  and  the  impersonal,  should  be 
consistently  and  logically  recognized  throughout.  In  such  a 
system  there  would  be  recognition  of  the  right  of  the  state  or 
locality  to  levy  taxes  upon  all  property  located  within  its 
borders,  and  there  would  be  equal  recognition  of  the  right  of 
the  state  or  locality  to  tax  every  resident  on  the  basis  of  his 
property,  wherever  located,  or  his  income,  whatever  its  source. 
A  corporation  would  be  taxed  on  its  tangible  property  in  the 
state  or  states  in  which  such  property  is  located.  Its  bond- 
holders would  be  taxed  (at  a  lower  rate,  of  course)  on  the 
securities  in  the  states  in  which  they  reside.  Furthermore, 
stockholders  would  be  similarly  taxed  on  their  stock. 

Yet  further — and  here  is  where  the  scheme  goes  beyond 
present  tendencies — the  landowner  would  be  taxed  on  his  land 
in  the  state  in  which  it  is  located  and  on  the  ownership  of  it 
or  the  income  from  it  in  the  state  in  which  he  lives.  If  owner 
and  land  are  in  the  same  taxing  district,  there  should  be  two 
taxes  imposed,  one  because  the  land  is  located  there,  and  the 
other  because  the  owner  lives  there. 

We  cannot  transform  our  present  system  of  taxation  so  that 
it  shall  have  an  exclusively  personal  basis;  but  we  can  so 
extend  our  present  personal  taxes,  which  are  now  superadded 
to  the  tax  on  tangibles  in  a  few  small  patches,  so  that  it  will 
constitute  a  complete  and  harmonious  system,  absolutely  co- 
terminous with  the  system  of  the  impersonal  taxation  of 
wealth  at  its  situs.  Double  taxation  would  be  eliminated  by 
the  simple  device  of  making  double  taxation  the  uniform  rule. 
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I  am  not  sure  that  such  a  result  could  be  achieved  by  ex- 
tending the  principle  of  the  two  or  five-mill  tax  on  intangibles 
so  as  to  cover  all  similar  equities,  including  the  land-owner's 
equity  in  his  o^vn  property.  The  courts  might  hold  that  the 
personal  tax  on  the  faculty  of  the  land-owner  was  virtually 
a  tax  on  the  land,  and  hence  collectible  only  at  situs.  But  the 
general  result  could  be  reached  just  as  well  by  a  state  income 
tax,  apportioned  in  part  to  localities,  and  falling  upon  all  in- 
comes above  a  low  exemption  limit.  This  should  not  be  a 
special  or  supplementary  income  tax,  but  an  inclusive  tax  upon 
all  incomes  received  by  residents  of  the  state,  even  where  such 
incomes  are  derived  from  property  already  taxed  in  the  same 
or  other  jurisdiction.  The  tax  on  real  property  should  be 
retained  in  its  present  form,  and  such  tangible  personalty  as 
is  taxed  at  all  should  be  taxed  where  located. 

This  seems  to  me  to  be  one  way,  and  a  practicable  way,  to 
bring  order  and  consistency  into  our  systems  of  state  and 
local  taxation,  to  rid  ourselves  of  double  taxation,  whether 
by  one  or  by  competing  jurisdictions,  to  retain  the  very  real 
advantages  that  go  with  the  taxation  of  tangible  property  at 
the  place  where  it  is  located  and  at  the  same  time  to  introduce 
a  thorough-going  system  of  personal  taxation,  reaching  every 
taxpaying  citizen  of  the  state. 

Now  I  realize  that  this  discussion  has  been  along  abstract 
and  general  lines.  It  may  seem  to  have  little  bearing  upon 
those  immediate  and  pressing  practical  problems  in  which  the 
delegates  to  this  conference  are  primarily  interested.  And  yet 
I  believe  tlxat  in  the  actual  work  of  bettering  our  tax  systems, 
step  by  step,  we  shall  fall  into  serious  difficulties  if  we  dis- 
regard the  unity  and  harmony  that  only  adherence  to  certain 
general  principles  can  give,  and  if  we  forget  to  aim  at  some 
definite  goal. 

To  be  more  specific,  I  feel  that  there  is  evidence  that  already 
we  are  letting  the  pressure  of  erroneous  popular  notions  of 
taxation,  bred  of  our  familiarity  with  the  general  property 
tax,  and  the  urgent  demand  for  increased  state  revenues, 
force  us  into  paths  that  are  bound  to  lead  to  confusion,  and 
even,  I  fear,  to  a  repetition  of  some  of  the  worst  phases  of  our 
experience  with  the  general  property  tax.     I  cannot  see  that 
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it  is  consistent  with  the  principles  of  personal  taxation  to  ap- 
ply the  state  income  tax  or  tlie  special  tax  on  intangibles  to 
corporations,  or  to  make  of  the  income  tax  a  tax  on  "  busi- 
ness." It  will  inevitably  lead  to  new  and  serious  difficulties 
(including  multiple  taxation  and  retaliatory  legislation)  if 
the  state  attempts  to  levy  such  taxes  upon  foreign  corpora- 
tions upon  the  basis  of  the  proportion  of  the  business  of  such 
corporations  done  within  the  state.  If  "  business  "  must  be 
given  a  special  habitat  for  purposes  of  taxation,  apart  from  the 
domiciles  of  its  owners  and  the  situs  of  property  used  in  it, 
it  should  be  effected  by  simple  and  uniform  rules,  applying  to 
domestic  as  well  as  to  foreign  business  undertakings.  And 
the  imposition,  I  suggest,  should  frankly  take  the  form  of  a 
privilege  tax  or  license  fee,  and  should  not  be  given  the  guise 
of  an  extension  of  the  application  of  general  taxes  upon 
property  or  persons. 

We  are  bound  to  continue  to  seek  new  and  additional  sources 
of  public  revenue,  and  this,  in  all  probability,  is  going  to  lead 
to  an  increased  reliance  upon  indirect  taxes  of  various  sorts. 
But  this  development  should  be  guided  in  such  a  way  as  not 
to  trench  upon  the  field  which  should  be  occupied  by  a 
thorough-going  and  consistent  system  of  personal  taxation. 
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E.  H.  WOLCOTT 
State   Tax  Commissioner,   Indianapolis,   Ind. 

A  DISCUSSION  of  the  merits  or  demerits  of  any  plan  or  system 
of  taxation  can  probably  be  best  presented  to  this  distin^ished 
assembly  by  showing  the  result  of  the  taxing  laws  in  certain 
states  and  the  ability  to  enforce  the  provisions  embodied  in 
these  laws. 

I  believe  that  we  can  hold  that  no  law  is  effective  or  efficient 
that  does  not  meet  the  approval  of  those  who  are  subject  to  its 
provisions,  or,  to  quote  from  Prof.  Bullock : 

The  method  and  rates  of  taxation  must  be  adjusted  to  the  requirements 
of  the  various  classes  of  taxable  objects;  no  rate  upon  any  class  should 
be  higher  than  can  be  collected  with  reasonable  certainty.  No  rate  should 
be  so  high  as  to  drive  out  of  the  community  persons  or  capital  or  industry, 
and  any  rate  that  exceeds  what  a  class  of  taxable  objects  will  bear  must 
result  in  loss  of  revenue,  injury  to  industry,  and  such  general  demoraliza- 
tion as  accompanies  widespread  evasion  of  the  law. 

The  almost  universal  condemnation  of  the  general  property 
tax  is  due  to  the  fact  that  it  can  not  be  successfully  applied, 
being  a  uniform  and  equal  tax  upon  all  property  alike  without 
regard  to  "  ability  to  pay  "  or  "  benefits  derived." 

Being  familiar  with  the  conditions  in  Indiana,  my  own 
state,  and  believing  that  I  can  properly  conclude  that  any 
state  laboring  under  the  same  laws  relating  to  taxation  as  our 
own,  is  similarly  affected,  I  shall  use  some  local  illustrations. 

In  1851  the  constitution  of  Indiana  was  amended  and  that 
part  relating  to  taxation  reads  as  follows: 

The  general  assembly  shall  provide,  by  law,  for  a  uniform  and  equal 
rate  of  assessment  and  taxation ;  and  shall  prescribe  such  regulations  as 
shall  secure  a  just  valuation  for  taxation  of  all  property,  both  real  and 
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personal,  excepting  such  only,  for  municipal,  educational,  literary,  scien- 
tific, religious,  or  charitable  purposes  as  may  be  especially  exempted 
by  law. 

This  is  the  basis  of  the  system  known  as  the  general  prop- 
erty tax.  For  many  years  it  seemed  satisfactory  owing  to  the 
visible  forms  of  property  in  existence  and  the  small  needs  and 
moderate  demands  of  the  state  and  local  communities  upon 
the  public  purse.  But  the  imperfect  enforcement  of  the  law 
even  as  it  was,  by  local  taxing  officers,  and  loss  of  needed 
revenues,  as  the  years  advanced  and  the  state  developed, 
caused  the  passage  of  a  law  creating  the  state  tax  commission, 
and  the  county  assessor  in  1891,  and  a  clearly  defined  method 
of  taxation  whereby  all  property,  both  real  and  personal,  was 
to  be  assessed  at  its  true  cash  value.  This  has  never  been 
done,  in  fact,  it  has  never  been  possible,  with  the  machinery 
at  the  disposal  of  the  taxing  officers  to  secure  the  information 
necessary  to  accomplish  this  result. 

At  the  time  of  the  passage  of  this  law,  we  pointed  with 
pride  to  our  taxing  system  as  one  of  the  best  and  most  per- 
fect then  devised,  but  such  a  system  to-day,  under  changed 
conditions,  is  hopelessly  inefficient  and  impossible  to  enforce. 
Still  many  states  like  our  own  Indiana  are  laboring  under  the 
same  law.  To  get  an  expression,  I  wrote  to  the  taxing  officers 
of  each  state  asking  the  following  questions : 

' '  1.  Do  you  have  general  property  tax  ? 

"2.  If  you  have  classification  tax,  please  give  classes,  etc. 

Is  the  method  satisfactory? 
"  3.  What  improvements  would   you   suggest,   or  what 

changes  in  your  present  method  of  assessment  and 

taxation  ? ' ' 

Considering  the  replies  received,  it  is  really  astonishing  to 
note  the  chaotic  condition  of  the  taxing  laws  in  many  states ; 
and  the  total  lack  of  uniformity  between  the  different  states  is 
a  question  for  deep  consideration.  Every  state  that  is  now 
laboring  under  the  general  property  tax  law  replied  favoring 
a  classification  tax  on  intangibles,  except  Ohio,  which,  with  a 
general  property  tax,  having  a  low  limited  rate,  seems  satis- 
fied, though  acknowledging  difficulty  in  taxing  intangibles. 
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Ten  states  last  year  had  constitutional  amendments  pending 
for  the  purpose  of  securing  a  classification  tax.  Indiana  was 
one  of  these,  and  the  amendment  with  many  others  M'as  de- 
feated. This  result  was  not  due  to  the  fact  that  our  people 
were  satisfied  with  tlie  present  law,  but  because  they  had  not 
been  educated  to  the  necessity  for  such  an  amendment. 

For  the  benefit  of  those  interested  in  creating  public  opinion 
for  the  purpose  of  securing  tax  reform,  we  can  advise  you 
that  in  Indiana  we  have  organized  the  Indiana  State  Tax 
Association  and  have  inaugurated  a  plan  of  state-wide  edu- 
cation, working  in  conjunction  with  the  extension  division  of 
Indiana  University.  Through  the  efforts  of  this  organization 
we  passed  a  law  under  which  the  governor  appointed  a  com- 
mission of  students  of  taxation,  with  an  appropriation  for 
expense  and  to  employ  an  expert  that  they  might  submit  to 
the  next  legislature  a  comprehensive  plan  of  a  tax  reform. 

The  general  property  tax  covers  a  multitude  of  sins,  the 
sins  of  omission.  The  amount  of  property  that  escapes  taxa- 
tion can  not  be  definitely  computed,  but  an  investigation 
of  the  reports  of  the  auditor  of  state  and  of  the  state  tax  com- 
mission in  Indiana  discloses  some  remarkable  conditions.  Tax- 
ing values  of  property  have  been  constantly  increasing  in 
Indiana,  to  keep  pace  with  the  natural  increase,  and  rates  have 
also  increased,  due  to  the  growing  demands  of  city,  county  and 
state,  for  needed  improvements  and  betterments,  so  that  to- 
day in  Indiana  we  have  tax  rates  in  various  towns  and  cities, 
that  would  confiscate  the  income  of  certain  classes  of  prop- 
erty taxable  under  our  law,  if  they  were  listed  for  taxation. 
In  1915,  five  Indiana  towns  or  cities  have  rates  of  $5.00  or 
more  per  hundred,  and  one  has  a  rate  of  $5.92 ;  393  towns  have 
an  average  rate  of  about  $3.10  per  $100;  97  cities  average 
$3.72  per  $100,  and  the  county  and  township  averages  about 
$2.50  per  $100. 

The  result  of  such  rates  is  to  create  widespread  evasion  and 
sequestration.  This  tendency  was  markedly  manifest  in  1912, 
when  a  careful  study  of  the  report  of  the  auditor  of  state  for 
1913  discloses  the  extraordinary  condition  stated  below.  I 
will  quote  from  preceding  reports,  in  order  to  emphasize  the 
condition  shown  by  the  report  of  1913  for  the  year  1912.     The 
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report  for  1878  shows  that  personal  property  for  taxation  in 
Indiana  was  valued  at  $198,333,157.  In  1890  this  had  in- 
creased to  $236,831,076.  In  1891,  when  the  state  tax  com- 
mission was  created,  it  was  increased  to  $293,745,534.  There 
seemed  to  be  but  a  slight  increase  from  these  figures  until 
1899  when  the  values  shown  were  $295,032,580.  In  1904  this 
figure  was  increased  to  $378,665,041,  or  a  gain  of  $83,632,461 
during  this  period  of  five  years.  In  the  report  of  1909,  it  is 
sliown  that  personal  property  was  assessed  at  $422,280,860, 
showing  a  gain  of  $43,625,819  during  this  period  of  five  years. 
You  will  note  that  at  each  recurring  period  personal  prop- 
erty is  showing  a  smaller  gain  than  in  the  preceding  period 
quoted.  In  the  report  of  1913,  personal  property  was  shown 
to  be  valued  for  assessment  purposes  at  $416,876,113,  or  a 
loss  of  $5,404,747  from  the  amount  reported  in  1909  and 
against  a  gain  in  every  other  period  shown, — this  also  at  a 
time  of  great  prosperity  and  development  of  our  state  re- 
sources. 

To  make  the  contrast  more  apparent,  real  estate  increased 
in  value  from  1899  to  1904  in  round  numbers  $124,738,000. 
From  1904  to  1909  it  increased  $128,026,000  and  from  1909 
to  1913,  reports  show  an  increase  of  $171,932,000,  showing  a 
constantly  growing  increase  during  each  period.  This  in- 
crease in  real-estate  values  reflected  the  growing  prosperity  of 
the  state  so  that  the  loss  of  personal  property  can  be  ac- 
counted for  only  by  the  fact  that  vast  quantities  of  intangible 
personal  property  were  hidden  or  sequestered  and  so  escaped 
taxation.  During  the  same  periods  quoted  above  I  should 
state  that  railroads,  interurbans,  express,  telephone  and  tele- 
graph companies,  etc.,  which  are  assessed  by  the  state  tax 
commission,  show  corresponding  increases  in  value  for  each 
period  above  named,  still  confirming  the  fact  that  property 
values  had  really  increased  and  not  declined  as  shown  by  the 
assessment  of  personal  property  in  report  of  1913. 

But  if  this  is  not  sufficient  proof  that  under  a  general  prop- 
erty tax  intangible  property  is  not  listed  nor  can  be  secured 
for  taxation  purposes,  a  report  from  the  banking  depart- 
ment of  the  office  of  the  auditor  of  state  discloses  these  facts. 

In  1913  the  total  resources  of  all  banks  and  trust  companies 
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in  Indiana  were  $509,244,536.  In  Indiana  bank  stocks,  money 
on  deposit,  etc.,  are  aU  taxable,  so  that  all  of  this  property 
would  be  subject  to  taxation  under  our  laws,  except  such 
duplication  as  one  bank  depositing  in  another,  etc.  This 
would  leave,  making  an  allowance  of  $100,000,000  for  dupli- 
cation, more  than  ample,  $409,244,536  subject  to  taxation. 
The  value  of  live  stock,  according  to  the  government  report 
for  the  year  1912,  was  $227,006,381;  add  this  to  the  bank 
values  above  quoted,  these  two  classes  alone  exceed  by  $219,- 
374,804  the  entire  value  of  all  personal  property  in  the  state, 
which  was  listed  for  taxation  in  1913,  except  railroads,  inter- 
urbans,  etc.  assessed  by  the  state  tax  commission.  When  we 
consider  that  Indiana  with  its  3,000,000  people,  and  a  wealthy 
citizenship  ranks  high  as  a  manufacturing  state,  that  it  is 
rich  in  mineral  resources,  that  its  people  are  well  housed,  its 
merchants  highgrade,  its  farmers  successful,  we  can  under- 
stand that  the  hiding  of  certain  classes  of  property  in  Indiana 
can  no  longer  be  called  a  mere  habit  but  is  a  science. 

We  have  here  a  condition,  the  same  existing  in  everj^  state 
that  labors  under  a  general  property  tax,  the  burden  of 
taxation  falling  heavily  upon  those  who  own  real  estate  or 
whose  personal  property  is  visible  or  tangible.  The  result  is 
that  each  year  the  rate  increases,  and  this  increase  causes 
more  sequestration,  and  the  more  hidden,  the  higher  the  rates, 
and  so  marching  out  of  step,  general  property  taxation  is 
ineffective,  unenforcible  and  creates  disrespect  and  disregard 
for  all  laws. 

While  the  Indiana  Constitution  may  not,  as  many  legal 
minds  contend,  permit  a  classification  tax,  it  does  apparently 
permit  the  exemption  of  certain  classes  from  taxation. 

In  1899  we  passed  a  mortgage  exemption  law,  amended  in 
1903,  allowing  each  person  having  a  mortgage  upon  their 
property  to  deduct  $700  from  the  assessed  value  of  the  mort- 
gaged property.  In  1900  the  amount  filed  for  exemption  was 
$34,389,894;  in  1908  $52,820,532,  and  in  1913  the  amount  was 
$62,584,152.  While  we  have  no  reliable  report  yet,  we  verily 
believe  that  the  amount  of  mortgage  exemptions  exceeds  the 
amount  of  mortgages  listed  for  taxation,  at  this  writing,  as 
the  high  local  rate  has  destroyed  the  individual  lender  of 
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money  on  mortgages  and  placed  all  such  loans  practically  in 
the  control  of  trust  companies,  insurance  companies,  etc.  that 
pay  no  tax  on  mortgages  they  hold. 

The  above  illustrations  are  used  to  show  the  impossibility 
of  the  general  property  tax  as  applied  to  intangible  property 
in  Indiana. 

The  reports  from  many  states  and  the  bitter  condemnation 
of  the  general  property  tax  by  the  different  taxing  officers,  pub- 
lished in  their  reports  at  various  times,  are  too  well  known  to 
the  members  of  this  association  to  need  repeating. 

What  is  the  remedy?  The  experience  of  those  who  have 
been  fortunate  enough  to  secure  legislation  seems  to  point  to 
a  system  of  classification  of  certain  properties  for  taxation 
purposes. 

It  has  been  generally  held  that  states  like  Indiana,  Kansas, 
and  other  states  with  similar  constitutions,  were  helpless  to 
secure  such  reform  without  constitutional  amendment,  so  it 
was  with  great  interest  that  we  have  watched  the  efforts  of 
Kansas  to  secure  such  a  change  under  their  present  con- 
stitution. Being  an  agricultural  state  was  another  element 
that  concerned  us  greatly,  as  it  has  been  generally  believed 
that  the  greatest  opposition  to  a  classification  tax  would  come 
from  our  farmers,  who  would  fear  a  great  burden  being 
placed  upon  them.  This  conclusion  is  unfounded  as  the  re- 
sults in  such  states  as  have  a  classification  tax  really  prove. 
But  the  Kansas  tax  would  not  help  us  in  the  way  we  desired, 
as  it  is  a  registration  tax,  and  at  this  writing  its  constitu- 
tionality is  being  tested  in  the  courts. 

While  it  is  not  my  purpose  to  attempt  a  legal  discussion 
of  the  constitutionality  of  a  classification  tax,  under  the 
constitution  of  Indiana,  I  can  safely  state  that  it  is  a  very 
debatable  subject,  with  many  decisions,  which  I  have  not 
time  to  quote,  bearing  favorably  upon  this  contention,  but  I 
wish  to  quote  a  few  of  the  decisions  of  the  courts,  which  may 
interest  some  who  are  laboring  under  the  same  general  prop- 
erty tax  clause  in  their  state  constitutions  and  seeking  relief. 
Article  1,  Section  10,  of  the  Indiana  Constitution,  reads  as 
follows : 
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The  general  assembly  shall  provide,  by  law,  for  a  uniform  and  equal 
rate  of  assessment  and  taxation;  and  shall  prescribe  such  regulations  as 
shall  secure  a  just  valuation  for  taxation  of  all  property,  both  real  and 
personal,  excepting  such  only,  for  municipal,  educational,  literary,  scien- 
tific, religious,  or  charitable  purposes,  as  may  be  especially  exempted 
by  law. 

Quoting  from  Beard  vs.  Johnson,  173  Ind.,  p.  76  : 

If  all  persons  that  are  in  like  circumstances,  or  affected  alike  are 
treated  under  the  law  the  same,  there  is  no  deprivation  of  the  equal 
protection  of  the  law. 

Again : 

So  classes  of  persons  may  be  exempted  from  taxation  upon  reasonable 
grounds  or  different  kinds  of  property  in  different  .rays.  Western  Union 
Tel.  Co.  vs.  Indiana,  165  U.  S.  304.  Pacific  Express  Co.  vs.  Seibert, 
142  U.  S.  339. 

Again : 

Persons  engaged  in  the  same  line  of  business  may  be  classified,  and 
different  provisions  ajiplicd  to  each  class,  without  depriving  any  of  them 
of  the  equal  protection  of  the  law.    St.  John  vs.  N^ew  York,  201  U.  S.  G33. 

In  Smith  vs.  Stephens,  173  Ind.  564,  the  court  says: 

Wliat  property  shall  be  assessed  and  how  it  shall  be  taxed  are  legislative 
questions  so  long  as  there  is  uniformity  and  equality  of  rate  as  to  those 
of  the  same  class. 

Unquestionably  the  decisions  of  the  courts  in  cases  quoted 
here  would  indicate  that  this  body  (the  legislature)  had  the 
power  to  enact  a  law  to  classify  property  for  taxation,  but 
like  the  Kansas  courts,  it  seems  that  our  courts  feel  that  they 
can  exempt  property  from  taxation  and  that  this  is  not  classi- 
fication, but  to  make  a  low  rate  on  certain  classes  would  be 
unconstitutional. 

In  Clark  vs.  Vandalia  R.  R.  Co.,  172  Ind.  409,  it  is  held 
that  classification  can  be  made,  and  that  the  method  of  as- 
sessment and  collection  of  taxes  is  discretionary  with  the 
legislature. 

In  case  of  Florer  Treasurer  vs.  Sheridan  Administrator, 
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137  Ind.  28,  the  court  in  sustaining  the  statute  providing 
for  the  deduction  of  bona  fide  indebtedness  from  credits  says : 

It  was  evidently  the  object  of  the  convention  in  the  adoption  of  Sec.  1, 
Article  10,  and  other  provisions  of  the  constitution  of  this  state  to 
devise  a  system  for  the  assessment  and  levy  of  taxes  that  would  distribute 
these  burdens  upon  those  liable  to  them  upon  principles  of  uniformity, 
equality  and  justice,  and  to  secure  this  the  general  assembly  is  required 
to  prescribe  such  regulations  as  shall  secure  a  just  valuation  for  taxation 
of  all  property,  both  real  and  personal,  excepting,  etc. 

The  above  interpretation  opens  up  a  field  of  speculation  as 
to  what  may  constitute  uniformity,  equality  and  justice,  the 
cardinal  principle  of  the  general  property  tax. 

That  under  this  form  of  taxation  there  is  no  real  uniformity 
of  rate  is  very  apparent,  as  none  of  the  ninety-two  counties 
in  Indiana  have  uniform  rates;  none  of  the  1016  townships 
have  uniform  rates,  nor  do  any  of  the  cities  or  towns  show 
uniformity  in  rates.  Nor  apparently  does  the  constitution 
expect  uniformity  of  rate  as  in  the  case  of  Bright  vs.  Mc- 
Cullough,  27  Ind.  223,  the  court  says : 

The  section  (Art.  1,  Sec.  10,  of  the  Constitution)  does  not  require 
that  the  rate  of  assessment  shall  be  uniform  and  equal  for  all  purposes 
throughout  the  state;  and  we  think  its  meaning  clearly  is  that  the  rate 
of  assessment  and  taxation  must  be  uniform  and  equal  throughout  the 
locality  in  which  tax  is  levied. 

As  to  the  uniformity  of  value,  there  could  be  only  one  basis, 
the  true  cash  value,  and  such  is  required  in  Indiana  as  the 
basis  of  assessment,  but  that  this  has  never  been  done  either 
in  our  o^vn  state  or  any  other,  due  to  the  inability  of  those 
in  charge  of  local  assessments,  favoritism,  desire  to  protect 
friends,  lack  of  knowledge  or  any  of  the  many  elements  that 
have  made  local  assessments  in  states  like  ours  so  wantonly 
imperfect,  is  too  well  known  to  discuss. 

But  while  there  can  be  no  uniformity  of  value  of  real 
estate,  improvements  or  practically  all  classes  of  tangibles, 
owing  to  difference  in  location,  intangible  values  do  not  de- 
pend on  the  residence  of  owner  for  their  value,  and  are  there- 
fore the  same  all  over  the  state,  and  their  market  or  real 
value  determined  without  question,  hence  it  can  be  said  to 
have  a  uniform  value  wherever  located. 
23 
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The  trouble  here  is  with  the  rate.  A  note  for  $10,000  in 
Hammond,  Indiana,  would  be  assessed  at  a  rate  of  $5.92  per 
$100  which  would  confiscate  the  income  on  a  6  per  cent  basis. 
In  Indianapolis  the  same  note  would  be  assessed  at  $2.38,  or 
less  than  half  the  income,  but  the  note  is  not  worth  any  more 
in  Hammond  than  in  Indianapolis. 

Using  the  above  illustration,  we  can  readily  see  that  under 
the  general  propertj^  tax  there  can  be  for  intangible  property 
no  equality  as  between  different  taxing  units,  and  by  no 
stretch  of  the  imagination  can  justice  be  said  to  be  embodied 
in  any  law  that  takes  all  the  income  from  property  in  one 
place  and  only  one-half  in  another  part  of  the  same  state, 
each  under  the  same  law.  And  besides,  while  there  is  no 
limit  or  restriction  placed  upon  the  earnings  of  the  farmer, 
merchant,  manufacturer,  or  those  engaged  in  commerce  or 
trade,  except  their  own  abilit}^  the  law  places  a  limit  upon  the 
earnings  of  notes,  mortgages,  etc.  and  if  the  law  limits  the 
earnings  or  rates  of  interest,  the  charges  or  taxes  against  such 
class  of  property  should  be  limited,  so  that  certain  fixed  earn- 
ings can  be  secured. 

The  argument  currently  advanced  for  a  classification  tax, 
is  that  under  a  high  rate  of  taxes,  intangible  property  such 
as  can  be  sequestered,  is  hidden  and  entirely  escapes  taxation, 
and  that  a  low  rate,  fixed  and  not  confiscatory  of  income,  will 
cause  such  property  to  be  listed  and  yield  a  greater  income 
on  account  of  the  vast  amount  listed  at  low  rates,  as  com- 
pared with  the  small  amount  under  higher  prohibitive  rates. 

These  predictions  have  been  fully  carried  out,  as  is  shown 
by  the  reports  from  the  various  states  that  now  have  a  classi- 
fication tax.  This  is  the  practical  reason,  but  there  is  an- 
other and  ethical  reason,  the  reason  that  will  appeal  to  the 
student  who  looks  for  justice  and  equality. 

Taxes  are  a  contribution  from  the  citizenship  toward  de- 
fraying the  expenses  of  government,  and  each  taxpayer  pre- 
sumably is  to  receive  full  benefit  derived  from  the  expendi- 
ture of  the  money  received  from  him  for  taxes.  In  other 
words,  I  am  the  OAATier  of  a  business  block  or  residence  in  the 
city ;  I  am  taxed  for  police  protection ;  I  profit  bj'-  it.  I  am 
taxed  for  fire  protection ;  I  profit  by  it.     I  am  taxed  for  city 
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lighting,  streets,  parks,  schools,  municipal  buildings,  etc. ;  all 
right,  as  every  dollar  so  expended  adds  to  the  value  of  my 
property.  But  suppose  I  don't  own  any  building  at  all,  only 
a  note  or  bond  taxable  under  the  law  and  secured  by  property 
located  miles  distant.  My  bond  or  note  is  not  more  valuable 
because  of  the  money  expended  by  the  city  for  streets,  schools, 
parks,  fire  protection,  or  any  of  the  many  elements  that  make 
up  the  city  tax.  All  of  these  expenditures  that  add  to  the 
city  growth  and  are  of  material  benefit  toward  increasing  land 
or  real  property  values  adds  not  one  whit  to  the  value  of  the 
note  or  bond  as  it  is  Avorth  no  more  at  maturity  than  at  time 
of  issue.  But  under  the  general  property  tax  I  am  compelled 
to  support  all  these,  without  receiving  any  property  benefit  at 
all.  Of  course  I  receive  a  personal  benefit  and  should  pay  for 
this.  Such  a  system  is  not  one  of  justice  or  equality  nor  can 
it  be  construed  as  such  by  the  most  vivid  imagination. 

Take  the  principle  of  "ability  to  pay'' — a  general  property 
tax  can  not  possibly  be  applied  to  this  theory.  Nor  can  any 
construction  of  the  interpretation  of  justice,  equality  or  uni- 
formity, grant  that  a  system  of  taxation  should  take  all  the 
income  from  a  certain  class  of  property,  part  from  another, 
and  confiscate  part  of  the  principle  of  yet  another.  The  abil- 
ity to  pay,  certainly  must  depend  upon  income,  or  upon  a 
certain  increased  value  that  will  occur  in  the  future. 

Real  estate  always  has  the  factor  of  the  unearned  increment 
to  consider,  even  when  it  consists  of  unimproved  property,  and 
for  taxation  purposes,  along  the  lines  of  benefit  derived  and 
ability  to  pay  is  perforce  removed  from  intangible  property 
under  a  correct  scheme  of  taxation. 

A  scheme  for  a  classified  property  tax  should  embrace  a 
low  rate  or  income  tax  for  intangible  property.  Preferably 
an  income  tax  as  each  individual  should  contribute  to  the 
support  of  the  community  or  country  in  which  he  dwells  pro- 
portionately as  he  profits  by  all  the  protection  it  affords  to  his 
life  and  property  and  contributes  to  his  welfare  and  comfort. 
Many  incomes  not  based  upon  possession  of  property  now 
escape  taxation.  These  should  be  taxed  upon  a  basis  of  bene- 
fits derived  by  the  individual  through  the  expenditure  of  the 
money  he  pays  for  taxation. 
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I  would  suggest  for  your  consideration  that  moneys  on  de- 
posit, not  drawing  interest  or  producing  income,  be  taxed  at  a 
low  fixed  rate  or  be  made  exempt,  which  of  course  would  occur 
under  an  income  tax.  Money  is  only  a  medium  of  exchange 
and  has  no  real  value,  only  a  convertible  value.  Further- 
more, while  under  the  laws  of  our  own  state  it  is  taxable,  if 
listed,  but  little  is  listed,  and  if  inquisitorial  laws  were  passed 
such  as  would  compel  banking  institutions  to  disclose  the 
names  of  the  depositors  for  taxation  purposes,  such  banking 
institutions  would  stare  bankruptcy  in  the  face  each  year  when 
returns  are  to  be  made,  as  withdrawals  would  leave  the  vaults 
empty,  nor  could  they  adjust  their  loans  to  meet  these  annual 
calls  without  paralyzing  the  industries  of  the  state. 

I  would  suggest  for  your  consideration  that  household 
goods  not  exceeding  in  actual  value  $300  to  $500  be  exempt. 
The  average  assessed  value  of  household  goods  in  Indiana  in 
1913  was  $43  and  in  1914  $51,  a  farcical  valuation,  and  as 
there  are  only  about  600,000  householders  in  Indiana,  the 
amount  listed  is  only  about  $30,000,000,  which  is  less  than  one- 
half  of  the  amount  now  allowed  by  mortgage  exemptions  and 
only  about  ly^  per  cent  of  the  total  amount  of  taxables  listed 
in  the  state. 

I  would  suggest  for  your  consideration  a  corporation  tax 
on  industrials  based  upon  gross  earnings,  supplemented  by  a 
moderate  property  tax. 

I  will  not  quote  from  the  reports  of  various  state  tax 
commissioners  condemning  the  general  property  tax,  pointing 
out  the  weakness  of  such  a  law,  and  the  impossibility  of  se- 
curing successful  results  under  its  provisions,  as  each  of  you 
are  familiar  with  these,  and  you  who  labor  under  such  a  law 
would  probably  have  an  added  tale  of  woe,  if  called  upon. 
I  want  to  quote  a  very  pertinent  phrase  used  by  Hon.  William 
D.  T.  Trefry,  Tax  Commissioner  of  Massachusetts :  "  If  a  tax 
system  is  out  of  joint  with  industrial  and  economic  facts,  it 
must  be  changed,  not  they."  It  is  unnecessary  to  enlarge 
upon  the  force  of  this  expression.  I  call  to  your  attention 
also  a  resolution  of  the  1910  International  Tax  Conference 
a  summing  up  as  it  were,  the  result  of  its  careful  deliberations 
and  judgment,  and  is  as  follows : 
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Eesolved,  That  this  conference  finds  that  the  taxation  of  personal 
property  has  not  been  more  successful  under  strict  administration  than 
under  lax;  that  states  which  have  modified  or  abandoned  the  general 
property  tax  show  no  intention  of  returning  to  it;  and  that  in  states 
where  the  general  property  tax  is  required  by  constitutional  provisions, 
there  is  a  growing  demand  for  the  repeal  of  such  provisions. 

Wliile  the  discussions  of  this  distinguished  body  are  most 
valuable  indeed,  I  feel  that  they  should  be  more  than  mere 
discussions.  We  should  do  more  than  point  out  the  weakness 
and  errors  in  the  various  taxing  laws  of  the  different  states. 
"We  should  devise  a  uniform  system  for  each  group  of  states 
where  conditions  are  similar.  Indiana  should  not  have  one 
kind  of  taxation  system,  Ohio  another,  Kentucky,  Michigan, 
Wisconsin,  and  Illinois  another,  nor  should  Kansas,  Iowa,  the 
Dakotas,  Nebraska,  etc.  differ.  We  should  have  uniformity, 
and  the  citizens  of  my  state  should  have  the  same  privileges 
as  the  citizens  of  any  other  state,  no  more  and  no  less.  We 
could  do  this,  I  verily  believe,  and  if  we  can,  and  do  then 
men  will  say  that  the  wisdom  of  the  ages  has  descended  upon 
us  and  call  us  thrice  blessed. 


REPORT  OF  THE  COMMITTEE  ON  DOUBLE  TAXA- 
TION AND  SITUS  FOR  THE  PURPOSES  OF 
TAXATION 


Your  committee  on  "  Double  Taxation  and  Situs  for  the 
Purposes  of  Taxation  "  begs  leave  to  submit  the  following  re- 
port as  a  more  thorough  study  of  the  topic  assigned  to  it  upon 
which  it  made  a  partial  report  at  Denver  one  year  ago. 

If  we  were  to  invent  a  scheme  of  government  and  of  society 
under  which  there  could  arise  the  maximum  number  of  con- 
flicts of  authority  as  to  taxable  subjects,  we  could  do  no 
better  than  to  adopt  the  scheme  already  in  existence  in  this 
country.  A  federal  system  composed  of  nearly  fifty  units,  in 
each  one  of  which  there  is  reposed  a  maximum  of  autonomy; 
a  country  of  enormous  wealth  rapidly  developed;  an  illimit- 
able desire  for  the  expansion  of  governmental  activities;  an 
impatience  of  the  clear  teaching  of  the  experience  of  other 
peoples  of  older  and  more  settled  civilization ;  a  knowledge  of 
the  principles  of  economics  and  public  finance  possessed  by 
only  a  small  fraction  of  the  electorate : — these  are  some  of  the 
principal  facts  and  factors  responsible  for  systems  of  taxation 
which  ought  not  to  be  tolerated  by  an  enlightened  people. 

Some  of  the  earlier  national  tax  conferences  have  recorded 
in  the  form  of  resolutions  the  thought  and  convictions  of  the 
delegates  with  relation  to  so-called  "  Double  Taxation,"  and 
"  Interstate  Comity."  At  the  first  conference,  held  in  1907, 
the  following  resolutions  Avere  adopted : 

State  Constitutions 

Whereas,  The  greatest  inequalities  have  arisen  from  laws  designed 
to  tax  all  the  widely  differing  classes  of  property  in  the  same  way,  and 
such  laws  have  been  inefifective  in  the  production  of  revenue ;  and 

Whereas,  The  appropriate  taxation  of  various  forms  of  property  is 

358 
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rendered  impossible  "by  the  restrictions  upon  the  taxing  power  contained 
in  the  constitutions  of  many  of  the  States; 

liesolved,  That  all  state  constitutions  requiring  the  same  taxation  of 
all  property,  or  otherwise  imposing  restraints  upon  the  reasonable  classi- 
fication of  property,  should  be  amended  by  the  repeal  of  such  restrictive 
provisions. 

This  resolution  was  adopted  by  unanimous  vote. 

Interstate  Comity 

"Whereas,  The  principles  of  international  and  interstate  comity  re- 
quire that  the  same  property  should  not  be  taxed  by  two  jurisdictions  at 
the  same  time,  and  the  laws  for  the  taxation  of  the  transfer  of  property 
at  death  commonly  transgress  these  principles,  be  it 

Resolved,  That  succession  and  inheritance  tax  laws  should  be  so 
amended  that  the  same  property  shall  not  be  taxed  by  two  jurisdictions 
at  the  death  of  the  owner; 

liesolved,  That  the  same  principles  should  be  applied  in  all  tax  legis- 
lation, to  the  end  that  no  property  should  be  taxed  by  two  state  juris- 
dictions at  the  same  time;  and 

Whereas,  Retaliatory  taxation  is  contrary  to  interstate  comity  and  is 
in  the  nature  of  interstate  war,  be  it 

Resolved,  That  all  retaliatory  legislation  should  be  repealed. 

This  resolution  was  adopted  by  unanimous  vote. 

These  resolutions  were  readopted  at  the  second  conference, 
held  in  1908.  In  the  conference  of  1910,  a  resolution  was 
adopted  favoring  certain  substitutes  for  the  general  property- 
tax,  as  were  further  resolutions  making  provision  for  draft- 
ing a  model  inheritance-tax  law.  In  conferences  held  since 
1910,  no  resolutions  have  been  adopted  regarding  the  general 
question  of  double  or  multiple  taxation,  or  of  substitutes  for 
the  general  property  tax.  We  do  not  conclude  that  the  silence 
of  the  last  four  conferences  on  these  matters  is  to  be  taken  as  a 
change  in  attitude  on  the  part  of  the  National  Tax  Association 
or  of  the  delegates  attending  the  several  conferences.  We 
assume  that  the  reason  for  the  existence  of  your  committee 
is  that  it  may  present  to  this  conference  a  report  dealing 
somewhat  more  comprehensively  than  heretofore  with  the 
matter  of  conflict  of  authority  between  the  states  and  suggest- 
ing, if  possible,  lines  of  procedure  by  which  all  the  states  may 
increase  the  equity  of  their  tax  laws. 

The  term  "  double  taxation  "  is,  on  the  lips  of  the  layman, 
always  a  term  of  reproach.     In  his  mind,  the  height  of  in- 
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justice  has  been  achieved  if  there  has  been  created  a  situation 
to  which  he  can  apply  this  term;  and  his  application  of  the 
term  is  frequently  without  discrimination.  There  are  forms 
of  double  taxation  to  which  there  can  be  no  valid  objection. 

Let  us  undertake  to  enumerate  the  chief  forms  of  double 
taxation  practiced  in  this  country  and  to  distinguish,  if  pos- 
sible, between  those  which  may  be  justifiable  or  unavoidable 
in  our  system  of  government  and  those  other  forms  for  which 
there  is  little,  if  any,  excuse  or  necessity. 

It  is  in  a  sense  double  taxation  that  we  are  required  to 
support  two  governments — the  federal  and  the  state.  Each 
to  a  greater  or  less  extent  considers  the  property  of  the  in- 
dividual in  the  levying  of  its  taxes,  and  each  makes  a  separate 
attack  upon  the  income  of  the  taxpaj^er.  In  recent  discussions 
as  to  the  establishment  of  a  state  income  tax  in  Massachusetts, 
it  has  been  argued  against  it  that  since  the  federal  govern- 
ment has  an  income  tax  it  would  be  double  taxation  for 
Massachusetts  to  adopt  this  form  of  taxation.  Such  force  as 
this  argument  has  relates  to  the  necessity  of  supporting  two 
governments — one  general  and  one  local.  The  argument  has 
no  force  against  the  adoption  of  income  taxation  by  the  federal 
government  or  by  the  state  government,  or  by  both  at  the  same 
time.  Double  taxation  of  this  kind  is  not  objectionable  as  a 
method  of  raising  revenue  for  two  distinct  sovereigns.  For 
each  it  has  all  the  value  inhering  in  income  taxation.  In  this 
case  the  term  "'  double  taxation  "  need  cause  no  alarm. 

Another  prevalent  form  of  double  taxation  is  that  which 
results  from  the  taxation  of  wealth  at  its  place  of  location 
and  the  taxation  of  the  owner  with  reference  to  such  wealth 
or  his  interest  therein,  in  the  place  of  his  domicile.  The  best 
illustration  is  land  and  the  mortgage  secured  by  it.  Land  is 
invariably  taxed  where  it  is  located,  and  it  is  generally  as- 
sessed to  the  owner  of  record,  supposedly  at  its  full  value, 
irrespective  of  whether  his  ownership  is  of  its  entire  value  or 
only  of  an  equity  in  it.  But  it  is  far  too  common  in  this 
country  that  the  mortgage  also  is  assessed  at  its  full  value. 
It  needs  no  argument  to  show  that  a  piece  of  land  worth 
$1,000  and  a  mortgage  upon  it  for  $600  do  not  together  aggre- 
gate $1,600  of  wealth  in  the  place  where  the  land  lies  and  in 


DOUBLE  TAXATION  AND  SITUS  361 

the  place  where  the  mortgage  is  domiciled.  The  economic 
fact  is  that  the  mortgagor  and  the  mortgagee  together  own 
land  worth  $1,000  and  no  more.  When  this  land  is  assessed 
in  the  place  of  its  location,  as  it  must  be  and  ought  to  be, 
all  the  value  has  been  reached  for  taxation;  where  in  addi- 
tion the  mortgage  or  the  mortgagee  has  been  taxed  in  like 
manner  for  the  value  of  the  mortgage,  there  is  double  taxa- 
tion of  a  kind  unnecessary  and  indefensible. 

A  third  form  of  double  taxation,  in  principle  closely  akin 
to  the  above,  is  that  which  results  from  the  taxation  of  wealth 
and  the  further  taxation  of  evidences  of  its  ownership,  or 
evidences  of  an  equitable  interest  in  it.  An  illustration  or 
two  familiar  to  all  will  suffice. 

A  corporation  secures  capital  by  the  issuance  of  stock  or 
bonds,  or  both.  The  proceeds  are  used  to  construct  an  in- 
dustrial plant.  This  plant  and  the  whole  resources  of  the 
corporation  are  taxed.  But,  also,  the  shares  of  stock  and 
the  bonds  are  in  many  jurisdictions  taxed  upon  their  capital 
value.  Often  the  same  jurisdiction  taxes  the  corporation  and 
the  stockholders  or  bondowners. 

Or  again,  the  individual  borrows  money  and  gives  his  note 
therefor ;  he  invests  this  borrowed  money  in  his  business  and 
is  taxed  upon  it  all.  But,  also,  and  frequently  in  the  same 
jurisdiction,  the  lender  is  taxed  upon  the  note  he  holds  as 
though  it  were  wealth. 

Illustrations  might  be  multiplied  and  our  classifications 
might  be  extended,  but  little  if  anything  would  be  gained.^ 
It  is  apparent  that  double  taxation  included  within  or  allied 
to  our  second  and  third  classes  is  the  double  taxation  to  which 
vigorous  and  valid  objection  can  be  raised  by  the  taxpayer. 
The  avoidance  of  these  kinds  of  double  taxation  is  a  matter 
to  be  striven  for  in  the  interest  of  economic  soundness  and 
practical  equity. 

Judge  Cooley,  in  his  work  on  taxation,  after  recognizing  that 
"  while  equality  and  justice  are  constantly  to  be  aimed  at, 
impossibilities  are  not  demanded  "  and  admitting,  also,  that 

1  For  a  comprehensive  and  analytical  classification  of  double  taxation, 
reference  is  made  to  the  scholarly  essay  of  Professor  Seligman  in  his 
Essays  In  Taxation,  chapter  iv,    (8th  ed.). 
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"  we  make  out,  therefore,  no  conclusive  case  against  a  tax 
when  we  show  that  it  reaches  twice  the  same  property  for  the 
same  purpose, ' '  defines  what  he  regards  as  undesirable  double 
taxation  in  the  following  terms : 

By  duplicate  taxation  in  this  sense  is  nnderstootl  the  requirement  that 
one  person  or  one  subject  of  taxation  shall  directly  contribute  twice  to 
the  same  burden,  while  other  subjects  of  taxation  belonging  to  the 
same  class  are  required  to  contribute  but  once. 

Professor  Adams,  in  his  work  on  ' '  Public  Finance, ' '  says : 

Setting  aside  for  the  present  the  considerations  which  lead  to  pro- 
gressive rather  than  proportional  taxation,  it  is  evident  that  an  equitable 
revenue  system,  while  it  demands  payment  from  all  classes  in  society,  will 
avoid  so  far  as  possible  duplications  of  taxation ;  that  is  to  say,  the  same 
income  should  not  be  attacked  by  two  or  more  parts  of  a  revenue  system. 
It  may  be  assumed,  other  things  being  equal,  that  that  revenue  system 
is  equitable  which  attacks  each  and  every  income  by  some  one  form  of 
taxation.  This,  at  least,  would  avoid  duplication  and  ?ubstitute  sim- 
plicity in  form  for  the  complexity  which  at  present  exists. 

While  double  or  multiple  taxation  is  generally  decried  by 
students  of  and  writers  upon  matters  of  taxation,  your  com- 
mittee is  of  the  opinion  that  valid  objection  can  be  raised 
against  double  taxation  from  the  point  of  view  of  iueciuality 
only  in  cases  where  two  values  are  assumed  to  exist,  where,  as 
a  matter  of  fact,  there  is  but  one  value,  and  where  the  two 
assumed  values  are  taxed,  whereas  under  different  circum- 
stances but  the  same  facts  of  economics  only  one  value  is 
assumed  and  taxed. 

If  all  taxable  subjects  were  taxed  twice  or  twenty  times 
by  one  government,  there  would  arise  no  inequity  from  that 
fact.  Such  a  situation  would  mean  in  substance  that  the 
government  in  its  first  attempt  had  not  secured  all  the  re- 
venue it  needed  and  so  had  taxed  again  and  again.  Such 
procedure  would  be  highly  objectionable  as  being  unneces- 
sarily irritating  to  the  taxpayer.  It  would  be  poor  business 
for  government  to  be  so  ignorant  of  its  needs  and  resources 
as  to  be  unable  to  levy  all  of  its  necessary  taxes  at  once. 
Each  one  of  the  several  levies  would  be  as  objectionable  as 
every  other  one,  but  the  objectionable  features  would  be 
found  in  the  character  of  the  tax, — not  in  the  fact  of  double 
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or  multiple  taxation.  To  such  double  taxation  as  is  herein 
indicated  practiced  by  one  government  there  can  be  no  more 
objection  than  to  the  double  taxation  occasioned  by  the 
necessity  of  supporting  two  separate  governments.  But  such 
taxation  as  proceeds  upon  assumptions  economically  untrue, 
and  by  such  assumptions  causes  some  subjects  to  contribute 
twice  whereas  other  subjects  similarly  circumstanced  contri- 
bute but  once, — this  is  double  taxation  inequitable  in  its  re- 
sults, indefensible  in  its  operation  and  entirely  unnecessary 
in  this  country  of  enormous  resources,  even  for  the  purpose 
of  filling  the  public  treasury. 

The  tax  systems  adopted  in  early  days  by  the  colonies  upon 
the  Atlantic  Coast  were  conceived  and  established  largely  upon 
the  principle  of  ability  to  pay.  Forms  of  property  were  few 
and  simple.  Generally  speaking,  property  was  wealth,  rather 
than  mere  evidence  of  its  ownership.  Moreover,  public  ex- 
penditures were  comparatively  small  since  the  functions  per- 
formed by  government  were  few.  The  pattern  adopted  by  the 
colonies  has  been  followed  by  the  younger  states  and  there  has 
been  in  most  of  them  a  singular  inability  to  reorganize  the 
fiscal  system  so  as  to  accommodate  it  to  changed  conditions. 
What  once  worked  very  well  and  to  a  great  extent  accom- 
plished what  it  was  intended  to  accomplish, — namely,  a  con- 
tribution to  government  in  accordance  with  the  several  abili- 
ties of  taxpayers, — has  for  at  least  two  generations  failed  of 
its  purpose. 

The  arrival  of  the  corporation,  with  the  consequent  ow^ner- 
ship  of  its  shares  and  obligations  by  persons  domiciled  in 
various  jurisdictions,  and  the  enormous  expansion  of  credits 
together  constitute  the  predominant  reason  for  the  failure  of 
tax  systems  in  this  country  and  for  the  existence  of  those 
forms  of  double  taxation  which  are  objectionable  alike  to  the 
taxpayer  and  to  him  who  would  find  and  put  in  operation 
sound  fiscal  procedure. 

Most  state  constitutions  grant  authority  to  the  legislature 
to  tax  property  and  persons, — such  property  and  such  per- 
sons as  are  in  the  respective  jurisdictions.  At  the  time  this 
form  of  grant-of-power  was  first  used,  there  was  little  if  any 
need  of  a  distinction  between  wealth  and  property.     The  latter 
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was  almost  always  the  former;  scarcely  ever  was  it  merely 
evidence  of  the  existence  of  the  former.  In  most  of  the  con- 
stitutions of  the  states,  the  word  ''  property  "  is  used  in  de- 
fining the  grant  of  power  to  tax. 

Evidences  of  ownership  are,  of  course,  property.  They 
may  not  be  wealth,  however.  The  certificate  of  stock,  the 
bond,  the  mortgage — in  fact,  nearly  all  credits — while  they  are 
property,  are  not  wealth  in  the  economic  sense.  They  entitle 
the  holder  for  the  present  to  receive  an  income,  and  for  the 
future,  under  conditions  stated  or  implied,  to  enter  into  or  to 
receive  the  proceeds  of  that  which  is  actually  wealth.  The 
inhabitant  of  Massachusetts  who  purchases  a  bond  of  the 
Northern  Pacific  has,  as  a  matter  of  fact,  separated  his  thous- 
and dollars  from  Massachusetts ;  it  has  become  a  part  of  a  rail- 
road in  Montana,  let  us  say.  It  has  become  a  part  of  the 
wealth  of  Montana  just  as  truly  as  though  its  owner  had  him- 
self gone  west  with  it  and  at  the  moment  of  purchasing  the 
bond  had  settled  down  by  the  railroad  which  issued  the  bond 
and  had  there  become  a  resident.  Though  he  himself  remains 
in  Massachusetts,  his  capital — his  wealth — has  not  remained  in 
Massachusetts;  and  yet  the  latter  state  in  her  taxation  seems 
to  assume  that  the  $1,000  is  still  within  her  borders.  Montana 
very  properly  requires  the  railroad  to  contribute  to  the  sup- 
port of  government  and  in  so  doing  lays  a  burden  upon  the 
wealth  into  which  the  Massachusetts  cash  has  been  trans- 
formed. With  the  departure  of  the  cash  from  Massachusetts, 
what  does  remain  in  that  state?  The  man  and  his  secured 
right  to  receive  income.  These  two  may  be  subjects  of  taxa- 
tion in  Massachusetts,  but  the  wealth  which  was  once  there 
has  become  subject  to  Montana  and  her  tax  laws.  The  bond, 
safely  locked  in  a  deposit  box  in  Boston,  is  property  of  its 
owner — it  is  not  wealth  in  Massachusetts. 

Since  the  federal  constitution  did  not  prohibit  taxation  by 
a  state  of  property  as  distinguished  from  wealth  in  its  eco- 
nomic sense  and  since  state  constitutions  ordinarily  author- 
ize in  terms  taxation  of  "  property  ",  there  has  been  no  oc- 
casion for  the  courts  to  consider  the  economic  distinction  in 
dealing  with  questions  of  situs.  It  has  been  enough  for  them 
that  property  was  within  the  power  of  the  state  and  it  has 
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been  immaterial  to  them  where  wealth  which  it  represented 
was  located.  In  this  particular  legislatures  have  been  singu- 
larly unhampered  by  constitutional  restrictions  and  have  been 
inclined  to  go  to  the  verge  of  their  power  in  reaching  property 
for  purposes  of  taxation  even  though  such  property  was 
merely  evidences  of  ownership  of  wealth  situated  elsewhere. 
Possibly  some  reason  for  this  attitude  may  be  found  in  the 
fact  that  in  other  directions  the  taxing  power  has  been  nar- 
rowly restrained  by  state  constitutions  and  by  the  courts'  con- 
structions thereof  and  legislatures  have  therefore  thought  it 
necessary  to  resort  to  all  possible  sources  of  revenue  though 
sometimes  without  economic  justification.  A  marked  illustra- 
tion of  such  restraint  is  found  in  constitutional  requirements 
of  uniformity  and  proportionality  which  as  construed  by  the 
courts  have  made  impossible  to  a  large  extent  the  different 
treatment  of  forms  of  property  which  in  their  economic  nature 
are  very  different.  The  adoption  of  tax  systems  which  are  in 
accord  with  economic  facts  will  require,  therefore,  some  meas- 
ure of  self-restraint  on  the  part  of  legislatures  together  with 
in  many  cases,  constitutional  grants  of  power  to  discriminate 
between  forms  of  property  which  are  essentially  different, 
since  material  changes  in  constitutional  interpretation  can 
scarcely  be  expected. 

The  Supreme  Court  of  the  United  States  said  in  Kidd  vs. 
Alabama  (188  U.  S.  730)  : 

No  doubt  it  would  be  of  great  advantage  to  the  country  and  to  the 
individual  states  if  principles  of  taxation  could  be  agreed  upon  which 
did  not  conflict  with  the  others,  and  a  common  scheme  could  be  adopted 
by  which  taxation  of  substantially  the  same  property  in  two  jurisdictions 
could  be  avoided,  but  the  constitution  of  the  United  States  did  not  go 
90  far,  and  a  state  was  not  bound  to  make  its  tax  laws  harmonious  in 
principle  with  those  of  other  states. 

In  other  words,  constitutions  and  not  economic  principles 
must  guide  and  limit  the  courts.  It  has  not  been  the  business 
of  the  courts  to  look  through  the  form  to  the  substance ;  hence 
wealth  and  property  are  not  distinguished  in  their  decisions. 

Among  writers  upon  the  subject  of  taxation,  we  find  too 
little  attention  given  to  this  underlying  distinction.  The  clas- 
sification of,  or,  more  properly,  the  brief  reference  to  forms  of 
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double  taxation  contained  in  this  report  is  far  from  exhaustive. 
We  are  convinced,  however,  that  double  taxation  in  its  oppro- 
brious sense  arises  from  two  principal  causes  and  that  the  first 
cause  is  this  failure  on  the  part  of  the  makers  of  constitutions 
and  laws  to  distinguish  between  wealth  and  property  and  to 
see  that  so  far  as  taxation  relates  to  things,  it  should  relate  to 
the  former  and  not  to  the  latter.^ 

The  second  cause  of  objectionable  double  taxation  is  found 
in  our  failure  to  distinguish  between  things  and  persons.  Mr. 
A.  E.  James,  in  his  article  on  "The  Taxation  of  Intangible 
Property,"  recently  published  in  "The  Annals  of  the  Amer- 
ican Academy  of  Political  and  Social  Science, ' '  says : 

It  will  be  seen  that  all  the  systems  now  in  use  by  those  states  most 
advanced  in  tax  reform  wherewith  intangible  property  is  sought  to  be 
taxed  are  defective  to  a  greater  or  less  extent.  The  writer  believes  that 
these  defects  arise  from  the  same  cause  that  has  led  to  the  failure  of 
the  general  property  tax  to  reach  intangibles.  The  makers  of  all  these 
laws  appear  not  to  have  thought  clearly  whether  it  is  the  person  or  the 
property  that  is  to  be  taxed.  The  writer  believes  there  are  two  legiti- 
mate situs  claims  for  taxes — the  one  where  tangible  property  is  found, 
the  other  where  the  personal  owner  of  that  property  resides.  This 
belief  is  not  founded  upon  any  benefit  theory  of  taxation.  Wherever 
property  and  government  exist  together,  even  in  a  wilderness,  there 
must  be  means  provided  for  the  support  of  government,  and  property 
supplies  those  means.  Wherever  persons  and  government  exist  together 
the  government  must  live  and  those  persons  must  in  some  form  share 
in  its  support.  The  ability  to  pay  is  measured  in  the  one  case  by 
capital  value,  in  the  other  by  income.  Either  form  of  tax  is  unwork- 
able without  the  other.  No  government  in  a  new  country  could  afford 
to  wait  upon  the  uncertain  exigencies  of  incomes  arising  from  the 
property  within  its  borders;  a  crowded  city  supporting  a  great  popu- 
lation only  casually  connected  with  tangible  property  cannot  justly 
ignore  incomes  as  a  source  of  revenue. 

Most  of  our  state  constitutions  grant  the  power  to  tax  prop- 
erty and  persons.  Most  of  our  tax  laws  are  constructed  with 
little  or  no  distinction  between  things  and  men.  In  nearly  all 
other  relations  of  life,  we  do  not  hesitate  to  distinguish.    Even 

1  The  distinction  between  the  terms  "  wealth  "  and  "  property  "  as 
the  terms  are  herein  used  is  the  distinction  between  material  things  and 
legal  rights.  "  Wealth  is  an  economic  term;  "  property  "  is  a  legal 
expression. 
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the  block  and  the  block-head  are  not  entirely  similar  in  the 
conceptions  of  most  of  us.  But  when  it  comes  to  tax  laws,  there 
is  scarcely  any  distinction  between  them,  and  there  is  often  a 
genuine  doubt  as  to  which  is  the  author  of  the  law.  Things 
where  they  are  located  and  protected,  and  men  where  they  live 
and  enjoy  the  benefits  of  government,  may  both  expect  to  sup- 
port government.  Without  the  support  of  both,  government 
will  languish  and  there  will  be  political  and  social  discontent, 
which  democracy  cannot  withstand.  But  to  expect  that  prop- 
erty in  one  jurisdiction  and  its  owner  in  the  same  or  another 
jurisdiction,  whatever  the  form  or  method  of  the  ownership, 
shall  both  equally  support  the  same  government  or  two  com- 
peting governments — this  also  is  creating  an  unrest  no  less 
dangerous  to  democracy. 

Laws  and  constitutions  must  yield  to  economic  facts  and 
principles.  In  this  country,  states  must  acquire  a  truer  concep- 
tion of  the  equitable  limits  of  their  authority  and  of  the  re- 
quirements of  interstate  comity. 

II. 

The  question  of  the  situs  of  property  for  purposes  of  taxa- 
tion has  been  the  cause  of  almost  unlimited  litigation  in  this 
country,  and  is  by  no  means  decided  in  its  entirety.  During 
the  greater  part  of  our  history,  the  states  apparently  have  been 
more  eager  to  discover  taxable  subjects  and  to  derive  revenue 
from  them  than  to  establish  and  observe  standards  of  conduct 
based  upon  interstate  comity.  In  this  attempt  they  have  been 
to  a  degree  permitted,  if  not  even  forced,  by  their  own  consti- 
tutions, and  only  in  part  have  they  been  restricted  by  the  con- 
stitution of  the  United  States.  The  supreme  court,  as  else- 
where quoted  herein,  has  recognized  the  failure  of  the  consti- 
tution to  go  to  the  length  of  requiring  the  various  states  to 
establish  systems  of  taxation  in  harmony  each  with  the  others. 

Nevertheless,  there  are  well-defined  limitations  as  to  the  tax- 
able situs  of  real  estate,  and  we  need  do  no  more  than  to  state 
what  is  well  know^n  to  all,  namely :  that  for  purposes  of  taxa- 
tion the  situs  of  real  estate,  and  the  only  situs,  is  the  place  of 
its  location.  So  far  as  we  know,  there  is  no  one  to  desire  and 
no  sound  principle  of  economics  or  finance  to  require  any 
modification  of  this  fact  and  practice. 
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When  we  come  to  the  question  of  the  situs  of  personal  prop- 
erty the  matter  is  not  so  simple.  Formerly  the  rule  was  that 
for  purposes  of  taxation  personal  property  followed  the  domi- 
cile of  its  owner. 

The  supreme  court,  in  the  case  of  Pullman  Car  Company  vs, 
Pennsylvania  (141  U.  S.  18,  22),  says: 

The  old  rule  expressed  in  the  maxim  "  mobilia  sequuntur  personam  " 
by  which  personal  property  was  regarded  as  subject  to  the  law  of  the 
owner's  domicile,  grew  up  in  the  middle  ages  when  movable  property 
consisted  chiefly  of  gold  and  jewels,  which  could  be  easily  carried  by  the 
owner  from  place  to  place  or  secreted  in  spots  known  only  to  himself. 

In  any  discussion  relating  to  the  situs  of  personal  property, 
this  rule  must  be  the  starting-point.  Nevertheless,  it  has  been 
supplanted  in  many  important  respects.  In  the  case  of  Liver- 
pool etc.  Ins.  Co.  vs.  Orleans  Assessors  (221  U.  S.  346,  354) 
it  is  said : 

The  legal  fiction  expressed  in  the  maxim  "  mobilia  sequuntur  per- 
sonam ' '  yields  to  the  fact  of  actual  control  elsewhere. 

A  somewhat  fuller  expression  of  the  same  thought  appears 
in  the  case  entitled :  In  re  Jefferson — Reported  in  35  Minne- 
sota 215.     The  court  there  says : 

For  many  purposes  the  domicile  of  the  owner  is  deemed  the  situs  of 
his  personal  property.  This,  however,  is  only  a  fiction,  from  motives  of 
convenience,  and  is  not  of  universal  application,  but  yields  to  the  actual 
situs  of  the  property  when  justice  requires  that  it  should.  It  is  not 
allowed  to  be  controlling  in  matters  of  taxation. 

To  analyze  and  distinguish  the  various  decisions  which  relate 
to  the  question  of  the  situs  of  personal  property  of  different 
classes  and  under  different  conditions  would  be  to  extend  this 
report  to  an  unwarranted  length.^  But  from  these  decisions 
we  are  able  to  deduce  the  following : 

1  For  detailed  studies  of  this  question  we  refer  to  "Analysis  of  Cases 
Relating  to  Situs  "  by  Edmund  F.  Trabue,  p.  242,  Proceedings  of  Eighth 
Annual  Conference  of  The  National  Tax  Association,  to  a  pamphlet 
entitled  "  Taxation  of  Intangible  Personal  Property  "  by  J.  F. 
Zoller  of  Schenectady,  N.  Y.,  published  in  1915  and  "  The  Situs  of 
Intangible  Property  "  by  W.  C.  Dennis,  XV  Columbia  Law  Review. 
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1,  Tangible  personal  property  if  permanently  located  is 
taxable  where  located  and  not  elsewhere;  if  not  permanently 
located  elsewhere,  it  is  taxable  at  the  domicile  of  the  owner. 
(Union  Transit  Co.  vs.  Kentucky,  199  U.  S.  194.  Southern 
Pacific  Company  vs.  Kentucky,  222  U.  S.  63.) 

2,  Intangible  personal  property  is  subject  to  taxation  at  the 
domicile  of  its  owner.  Whether  such  intangible  personal  prop- 
erty is  subject  to  taxation  at  the  domicile  of  its  owner  when  it 
has  acquired  an  independent  situs  for  taxation  in  another 
jurisdiction  is  uncertain.  The  current  opinion  seems  to  be  that 
it  is.  The  contrary  view,  however,  has  been  suggested,  and  it 
is  not  impossible  that  the  rule  applicable  to  tangible  personal 
property  may  be  extended  to  intangible  personal  property. 
{Cf.  Hawley  vs.  Maiden,  232  U.  S.  1,  12.  Liverpool  etc.  Ins. 
Co.  vs.  Orleans  Assessors,  221  U.  S.  346,  354.)  In  the  cases  in 
which  taxation  of  such  property  in  two  jurisdictions  has  been 
sustained,  the  property  subject  to  taxation  at  the  domicile  of 
its  owner  has  been  considered  to  be  different  from  that  subject 
to  taxation  in  the  other  jurisdiction,  i.  e.,  in  the  case  of  a  mort- 
gage of  real  estate  the  debt  is  subject  to  taxation  at  the  domi- 
cile (Kirtland  vs.  Hotchkiss,  100  U.  S.  491)  ;  the  interest  in 
real  estate  where  the  land  lies  (Savings  Society  vs.  Multnomah 
County,  169  U.  S.  421)  ;  in  the  case  of  shares  of  stock  the 
shares  are  subject  to  taxation  at  the  domicile;  the  corporate 
property,  where  such  property  is  located  or  where  the  corpor- 
ation is  incorporated.  Hawley  vs.  Maiden,  supra,  p.  9.  Shares 
of  stock  may  be  made  subject  to  taxation  in  the  state  of  incor- 
poration— Corry  vs.  Baltimore,  196  U.  S.  466 — whether  they 
may  be  made  subject  to  taxation  both  there  and  at  the  domicile 
of  the  owner,  quaere.     (See  Hawley  vs.  Maiden,  supra.) 

3,  Intangible  personal  property  may  acquire  a  situs  for  pur- 
poses of  taxation  independent  of  the  domicile  of  its  owner. 
The  law  upon  this  point  must  be  separately  stated  for  different 
forms  of  intangible  personal  property. 

a.  Coin  is  subject  to  taxation  in  the  jurisdiction  in  which  it  is 
permanently  located.  (It  is,  of  course,  tangible  rather  than 
intangible  personal  property.) 

b.  Bank  bills,  though  strictly  merely  evidences  of  indebtedness,  are 
by  analogy  to  coin  subject  to  taxation  in  the  jurisdiction  in 

24 
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which  they  are  permanently  located.  New  Orleans  vs.  Stempel, 
175  U.  S.  309,  322. 

c.  Deposits  in  bank.  The  theoretical  relation  between  a  bank  and 
depositor  therein  is  that  of  debtor  and  creditor.  There  are 
intimations,  however,  that  by  reason  of  the  practical  similarity 
of  deposits  in  bank  to  money  in  pocket  such  deposits  are  subject 
to  the  same  rules  as  to  situs  for  taxation — i.  e.,  that  bank 
deposits  are  subject  to  taxation  in  the  jurisdiction  in  which 
they  are  permanently  located,  that  is,  in  the  jurisdiction  in 
which  the  bank  is  located.  (Blackstone  vs.  Miller,  188  U.  S. 
189,  205.  Cf.  Pyle  vs.  Brenneman,  122  Fed.  787.)  Even  if 
they  are  treated  simply  as  credits,  there  is  reason  for  the  view 
that  they  are  subject  to  taxation  in  the  jurisdiction  in  which 
the  bank  is  located.     (See  infra  "  d  ".) 

d.  Credits  not  evidenced  by  or  incorporated  in  written  instruments 
— i.  e.,  open  accounts — are  subject  to  inheritance  taxation  in  the 
jurisdiction  in  which  the  debtor  is  domiciled  on  the  theory  that 
the  state  of  his  domicile  has  control  of  the  ordinary  means  of 
enforcement.  (Blackstone  vs.  Miller,  supra.)  Whether  this  is 
true  of  property  taxation  has  not  been  settled.     See,  however^ 

Liverpool  etc.  Ins.  Co.  vs.  Orleans  Assessors,  supra,  p.  354. 
In  view  of  the  later  cases  the  decision  in  State  Tax  on  Foreign 
Held  Bonds,  15  Wall.  300,  cannot  be  said  to  be  a  final  dis- 
position of  this  question. 

e.  Whatever  may  be  the  law  as  to  whether  an  ordinary  credit  not 
evidenced  by  or  incorporated  in  a  written  instrument — i.  e.,  an 
open  account — is  subject  to  taxation  in  the  jurisdiction  in  which 
the  debtor  is  domiciled,  it  is  settled  that  a  series  of  such  credits 
arising  from  business  transacted  in  such  jurisdiction  is  subject 

to  taxation  in  that  jurisdiction.  (Liverpool  etc.  Ins.  Co.  vs. 
Orleans  Assessors,  supra.)  This  is  the  so-called  "  business 
situs  "  doctrine.  It  implies  the  existence  of  a  business  of  some 
degree  of  permanence.  This  doctrine  has  been  held  applicable 
to  credits  evidenced  by  written  instruments,  whether  or  not 
such  written  instruments  are  within  the  taxing  jurisdiction. 
(New  Orleans  vs.  Stempel,  supra.  Metropolitan  Life  Ins.  Co. 
vs.  Orleans,  205  U.  S.  395.) 

f.  State  and  municipal  bonds  are  subject  to  taxation  in  the  juris- 
diction in  which  they  are  permanently  located.  (See  New 
Orleans  vs.  Stempel,  supra,  p.  322.  Buck  vS.  Beach,  206  U.  S. 
392,  407.) 

g.  Promissory  notes  are  subject  to  inheritance  taxation  in  the 
jurisdiction  in  which  they  are  permanently  located.  But  in  the 
opinion  of  a  majority  of  the  United  States  Supreme  Court  such 
permanent  location  alone  does  not  give  jurisdiction  for  pur- 
poses of  local  taxation.     (WTieeler  vs.  New  York,  233  U.  S.  434. 

Buck  vs.  Beach,  supra,  p.  393.)     It  seems,  therefore,  that  pro- 
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missory  notes  are  subject  to  the  same  rules,  as  respects  local 
taxation,  as  are  ordinary  credits — i.  e.,  open  accounts. 

h.  Bonds,  being  specialties,  are  subject  to  taxation  in  the  juris- 
diction in  which  they  are  permanently  located.  (Holmes,  J., 
in  Selliger  vs.  Kentucky,  213  U.  S.  200,  204.)  How  far  the 
decision  in  State  Tax  on  Foreign  Held  Bonds,  supra,  as  limited 
by  later  decisions  establishes  the  proposition  that  such  bonds 
are  not  subject  to  taxation  in  the  jurisdiction  in  which  the 
debtor  is  domiciled  is  not  clear.  It  is  possible  that  even  if  an 
ordinary  credit  or  promissory  note  is  subject  to  taxation  in 
the  jurisdiction  in  which  the  debtor  is  domiciled,  a  bond — 
being  considered  the  thing  itself — is  subject  to  a  different  rule. 
(See  Blackstone  vs.  Miller,  supra,  p.  205.) 

i.  Mortgages  are  subject  to  taxation  in  the  jurisdiction  in  which 
the  land  lies  on  the  theory  that  the  tax  is  imposed  upon  the 
mortgagee's  interest  in  the  real  estate.  (Savings  Society  vs. 
Multnomah  County,  supra.)  So  far  as  has  yet  been  decided, 
the  note  or  bond  secured  by  such  mortgage  is  subject  to  the 
same  rules  of  taxation  as  an  unsecured  note  or  bond.  (See 
supra  2  and  3,  g  and  h.) 

j.  Corporate  stock.  Shares  of  stock  in  corporations  organized 
under  state  laws  may  be  given  a  situs  for  the  purpose  of  taxa- 
tion within  the  state  of  incorporation.  (Corry  vs.  Baltimore, 
supra.)  It  is  undecided  whether  under  these  circumstances  such 
shares  of  stock  may  also  be  taxed  at  the  domicile  of  the  owner, 
k.  Shares  of  stock  in  national  banks  are  by  federal  statute  subject 
to  taxation  only  in  the  state  in  which  such  banks  are  located. 

The  attempts  of  the  states  to  apply  uniform  rales  of  taxa- 
tion to  all  classes  of  property  have  made  possible  the  various 
judicial  distinctions  here  shown.  And  the  end  is  not  yet.  Our 
summary  has  indicated  some  of  the  questions  which  are  not 
yet  decided.  There  are  among  our  most  learned  attorneys  dif- 
ferences of  opinion  as  to  the  meaning  of  some  of  the  decided 
eases  and  as  to  probable  decisions  of  the  undecided  matters. 
If  among  those  of  trained  minds  and  technical  knowledge  there 
is  this  failure  to  understand  and  to  agree,  what  is  the  position 
of  the  layman  ? 

Tax  laws  are  not  made  for  the  purpose  of  taxing  the  in- 
genuity of  jurists  nor  for  the  purpose  of  exliibiting  the  mental 
gymnastics  of  attorneys.  The  purpose  of  tax  laws  is  simple. 
They  are  made  to  raise  revenue.  So  far  as  the  states  are  con- 
cerned, taxation  has  not  been  invoked  for  any  other  purpose. 
A  fundamental  of  democracy  and  of  our  democracy  is  that 
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laws  ought  to  be  capable  of  being  understood  in  their  form  and 
intent  by  those  to  whom  they  apply. ^  Of  all  laws,  this  funda- 
mental characteristic  ought  to  apply  most  surely  to  tax  laws. 
But  to  many  tax  laws  it  applies  scarcely  at  all.  The  decisions 
and  distinctions  given  and  made  by  the  courts  are  not,  and 
cannot  be,  understood  by  the  great  majority  of  citizens.  It 
may  be  granted  that  in  many  cases  the  courts  have  striven  to 
accomplish  equity.  But  they  have  been  too  often  unable  to 
erect  equity  upon  the  foundation  of  inequity  furnished  them 
by  legislatures  acting  within  the  limits  of  constitutions.  Tax 
systems  which  make  necessary  such  strivings  and  failures  are 
fundamentally  wrong.  The  creation  of  a  situation  incapable 
of  understanding  is  indefensible.  Were  it  not  for  the  serious- 
ness of  this  situation,  we  would  be  overcome  by  its  ludicrous 
aspects.  Continued  adherence  to  the  general  property  tax  is 
both  a  joke  and  a  catastrophe.  Too  often  has  it  led  us  into 
distinctions  and  practices  based  upon  facts  and  considerations 
which  in  the  economic  sense  are  immaterial. 

Your  committee  believes  it  to  be  its  duty  to  point  out  the 
reasons  why  we  are  in  our  present  state  of  confusion  and  in- 
equity, to  indicate  the  direction  in  which  we  are  to  seek  greater 
economic  justice  and  to  mention  some  of  the  specific  changes 
of  law  which  are  necessary  for  the  purpose  of  making  our 
revenue  systems  comparatively  simple  and  based  upon  inter- 
state comity.  Wliile  it  may  be  possible  to  state  our  proposition 
with  some  success,  we  do  not  delude  ourselves  with  the  expec- 
tation that  the  program  of  reform  can  be  quickly  carried  out. 
Evolution  rather  than  revolution  must  be  the  method  of  accom- 
plishment in  most  states ;  and  evolution  under  the  best  of 
circumstances  is  a  slow  process. 

The  chief  reasons  for  the  present  confusion  and  inequity  of 
our  tax  systems  are  these  three : 

1  See  Hemenway  vs.  Milton,  217  Mass.  230,  233.  "  Tax  laws  are  en- 
acted for  practical  ends.  They  must  be  administered  in  large  part  by  the 
plain  citizens  who  are  elected  assessors  from  time  to  time  in  the  various 
municipalities.  They  should  be  construed  and  interpreted  as  far  as  pos- 
sible so  as  to  be  susceptible  of  easy  comprehension  and  not  likely  to  be- 
come pitfalls  for  the  unwary." 
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First :  A  failure  to  distinguish  between  wealth  and  prop- 
erty— i.  e.,  between  things  and  their  signs. 

Second:   A   failure   to   distinguish   between   things   and 

persons. 
Third :  Attempts  to  measure  a  whole  in  terms  of  its  parts 
— i.  e.,  to  assess  that  which  is  essentially  a  unit  by 
assessing  separately  fractions  of  this  unit. 

These  failures  and  this  false  attempt  are  in  part  legislative 
and  in  part  constitutional — i.  e.,  the  blame  is  partly  ours  and 
partly  our  fathers'. 

The  failure  to  distinguish  between  wealth  and  property — 
i.  e.,  between  things  and  their  signs — is  largely  constitutional. 
It  has  been  necessary  in  most  states  to  tax  all  classes  of 
property  if  at  all  in  the  same  way,  irrespective  of  their 
economic  differences.  Securities,  mortgages,  bonds,  open  ac- 
counts, are  accounted  property  and  thus  subject  to  the  same 
rules  of  taxation  as  apply  to  land,  merchandise,  animals,  etc. 
This  has  caused  much  of  the  confusing  litigation  and  many  of 
the  distinctions  made  by  the  courts  which,  as  we  have  said 
above,  are  based  upon  considerations  which  in  the  economic 
sense  are  immaterial.  Had  the  constitutions  of  the  various 
states  required  them  to  tax  only  the  wealth  in  their  respective 
jurisdictions,  then  we  should  have  avoided  much  of  this  con- 
fusion and  most  of  these  artificial  distinctions  which  have  be- 
come the  despair  of  lawyers  and  laymen  alike. 

When  we  set  forth  the  second  point — namely,,  a  failure  to 
distinguish  between  things  and  persons — we  are  not  unmind- 
ful that  all  taxes  are  contributions  from  persons.  We  quote 
from  Gray,  "  Limitations  on  the  Taxing  Power  "  (p.  28)  : — 

Although  it  is  customary  and  for  many  purposes  convenient  to  speak 
of  taxes  on  property,  taxes  on  occupations,  duties  on  imported  goods, 
taxes  on  successions,  excise  taxes  on  tobacco  and  spirits,  stamp  taxes  on 
deeds,  etc.,  it  must  always  be  remembered  in  any  process  of  scientific 
thought  or  discussion  that  these  are  not  accurate  terms.  Taxes  are 
contributions  from  persons.  AU  taxes  are  taxes  upon  persons.  The 
amount  of  their  property,  the  nature  of  their  occupations,  the  privileges 
they  enjoy,  are  but  the  measures  by  which  the  amounts  they  should  re- 
spectively contribute  are  measured.  Thus  what  is  commonly  called  a 
tax  on  land  is  a  tax  on  the  owners  of  the  land,  the  amount  of  which,  in 
each  case,  is  determined  by  the  value  of  the  land  owned;    a  duty  on 
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imported  goods  is  a  tax  paid  by  the  person  who  imports  them  for  the 
privilege  of  bringing  in  the  goods,  th3  amount  of  the  tax  being  measured 
by  the  value  of  the  privilege,  which  value  depends  on  the  kind,  quality 
and  value  of  the  goods;  and  a  succession  or  inheritance  tax  is  a  tax  laid 
on  the  persons  who  inherit. 

All  this  is,  of  course,  true ;  and  yet  it  seems  to  us  clear  that 
in  the  matter  of  jurisdiction  there  is  a  genuine  distinction  be- 
tween wealth  and  persons.  This  is  certainly  true  in  a  federal 
system.  Massachusetts  rightly  counts  me  within  her  taxing 
jurisdiction,  although  my  capital  may  all  be  invested  in  Cali- 
fornia. Massachusetts  has  made  her  mistake  in  assuming  that 
I  and  my  capital  are  both  within  her  jurisdiction  because  I 
live  within  her  territory  and  there  hold  evidences  of  my  absent 
capital.  Rightly,  we  think,  Massachusetts  has  desired  to  have 
me  pay  a  part  of  her  taxes.  If  she  had  been  wise  enough 
to  distinguish  between  me  and  my  capital,  she  could  have  ex- 
acted a  tax  from  me,  while  at  the  same  time  California  could 
have  taxed  my  property.  If  you  explain  and  justify  taxation 
upon  the  benefit  theory,  my  capital  in  California,  where  it  is 
protected,  where  numerous  advantages  are  furnished  to  it  by 
ordered  society,  ought  to  contribute  to  the  public  revenue 
Just  as  surely  ought  I  to  contribute  to  the  revenues  of  Massa- 
chusetts, where  I  and  my  family  are  protected,  where  we  school 
our  children  and,  in  fact,  accept  the  hundred  and  one  benefits 
furnished  to  every  citizen  of  the  state.  Under  the  benefit 
theory  of  taxation,  Massachusetts  ought  not  to  be  expected  to 
give  me  these  things  gratis,  because  my  wealth  is  in  California, 
any  more  than  California  ought  to  be  expected  to  give  pro- 
tection to  my  lands  and  goods  gratis  because  their  owner  does 
not  live  within  her  borders. 

But  perhaps  you  prefer  to  explain  and  justify  taxation  in 
terms  of  ability  to  pay.  It  makes  no  difference  in  our  argu- 
ment. It  is  not  fantastic  to  endow  capital  with  some  human 
characteristics.  Capital  works,  renews,  reaps.  My  capital 
invested  in  California  has  abilities.  It  causes  fruit  to  grow; 
it  mines  and  markets  the  oil  and  metals ;  it  causes  ships  to 
come  and  go  through  the  Golden  Gate.  It  has  an  ability  to 
support  government,  no  matter  where  its  owner  may  be.  But 
I,  the  owner,  in  Massachusetts, — I  too  have  some  ability  in 
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the  same  direction.  1^'or  there  in  Massachusetts  I  have  an  in- 
come, and  in  it  is  to  be  found  my  tax-paying  ability. 

As  a  matter  of  fact,  taxes  cannot  all  be  explained  on  either 
of  these  two  theories.  To  some  extent,  at  least,  the  two  blend. 
But  that  fact  does  not  weaken  the  argument.  Wealth  has  a 
situs.  A  person,  also,  has  a  situs,  or,  as  we  call  it,  a  domicile. 
And  that  is  about  all  there  is  to  situs  for  the  purpose  of 
taxation.  If  the  states  had  contented  themselves  with  taxing 
the  wealth  and  the  persons  within  their  respective  jurisdic- 
tions and  had  viewed  each  with  reference  to  what  it  is  and 
what  it  has,  the  courts  would  not  have  been  driven  to  splitting 
hairs  and  to  inventing  distinctions  based  upon  immaterial  con- 
siderations and  countenancing  practices  economically  senseless. 

The  third  point  we  make  is  that  the  states — many  of  them — 
have  attempted  to  tax  a  whole  in  terms  of  its  parts.  When 
Louisiana  wanted,  properly,  to  tax  the  business  of  the  insur- 
ance company  carried  on  in  Louisiana,  she  singled  out  as  one 
taxable  item  some  open  accounts.  It  thus  became  necessary 
for  the  Supreme  Court  of  the  United  States  to  find  in 
Louisiana  a  situs  for  these  open  accounts.  In  fact,  there  have 
been  several  cases  in  which  the  situs  of  intangibles  has  been 
involved,  from  which  there  has  been  developed  the  doctrine 
of  what  has  come  to  be  called  "business  situs."  Much  equity 
has  resulted, — but,  also,  much  misunderstanding,  much  un- 
certainty, some  of  which  still  exists,  and  on  the  part  of  laymen, 
at  least,  a  great  perplexity. 

The  example  we  have  used  is  but  one  of  many.  Because 
she  is  mentioned  here,  Louisiana  will  not  consider  that  we  hold 
her  the  only  offender.  How  much  simpler  it  would  have  been, 
however,  if  she  could  have  seen  the  essential  fact  and  ap- 
proached that  directly.  The  court  said  in  this  case  of  Liver- 
pool etc.  Ins.  Co.  vs.  Orleans  Assessors  (221  U.  S.  346)  : 

When  it  is  said  that  intangible  property  such  as  credits  on  open  ac- 
counts have  their  situs  at  the  creditor 's  domicile,  the  metaphor  does  not 
aid.  Being  incorporeal,  they  can  have  no  actual  situs.  But  they  con- 
stitute property;  as  such  they  must  be  regarded  as  taxable,  and  the 
question  is  one  of  jurisdiction. 

Our  contention  is  that  a  business,  like  an  individual,  is  a 
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unit  and  that  the  problem  of  situs  of  the  intangible  factors  of 
a  business  presents  an  unending  series  of  perplexities.  Under 
any  system  of  taxation  in  a  federal  system,  amid  present  in- 
dustrial conditions  it  will,  of  course,  be  necessary^  to  determine 
the  proportion  of  the  whole  business  assignable  to  a  given 
state.  The  form  of  the  tax  upon  the  business  must  be  such 
as  to  be  sustainable  as  a  property  tax  under  the  federal  con- 
stitution, otherwise  it  may  be  in  danger  of  conflicting  with  the 
interstate  commerce  provision.  But  this  matter  is  simplicity 
itself  compared  with  the  complexities  sure  to  arise  from  at- 
tempts of  legislatures  to  single  out  intangibles  and  secure 
jurisdiction  in  terms  of  them. 

Each  one  of  the  tax  officials  before  me  can  doubtless  think 
of  some  law  of  his  state  which  by  selecting  a  fraction  of  some 
economic  unit  has  created  a  tax  situation  incapable  of  under- 
standing by  many  intelligent  citizens,  difficult  in  administra- 
tion, based  upon  facts  unimportant  rather  than  underlying. 
Jurisdiction  is  broader  than  situs,  as  suggested  in  the  opinion 
last  quoted.  But  situs  and  jurisdiction  are  both  made  more 
difficult  by  legislatures  which,  in  their  avaricious  attempts  to 
tax  everything  in  sight,  have  split  up  into  many  parts  those 
things  which  in  true  concept  are  indivisible. 

Our  statement  of  the  three  reasons  for  many  of  the  short- 
comings of  tax  systems  has  in  itself  indicated  the  direction  in 
which  we  must  seek  reform.  We  are  to  tax  wealth  as  dis- 
tinguished from  property.  Jurisdiction  will  be  largely  a  mat- 
ter of  physical  location  and  will  in  general  be  easy  to  deter- 
mine. The  things  to  be  dealt  with  will  be  to  a  great  extent 
tangibles.  In  addition  to  our  taxation  of  wealth,  we  are  to 
tax  persons, — that  is,  domicile  carries  with  it  duties.  Juris- 
diction over  the  person  imposes  obligations  on  the  latter.  It 
must  be  remembered,  however,  that  with  the  person  in  his 
domicile  there  is  only  income, — there  is  not  wealth.  In  all 
of  our  taxation  we  must  seek  the  unit  and  talk  and  act  in  its 
terms.  This  means  emphasis  upon  special  taxes.  Many  of  the 
states  have  already  singled  out  some  classes  of  taxable  subjects 
for  special  treatment.  Railroads,  insurance  companies,  for- 
ests, mines, — these  are  already  recognized  by  many  states  as 
units  in  the  matter  of  taxation.     There  is  the  danger  that  a 
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special  tax  will  bear  too  severely  upon  a  subject  for  the 
moment  unpopular.  Each  special  tax,  however,  tends  to  make 
more  clearly  evident  the  total  burden  resting  upon  the  subject, 
and  in  the  long  run  this  fact  will  prove  a  great  evener  of  taxes. 
The  ownership  of  stocks,  bonds,  mortgages  and  credits  gives 
a  taxpaying  ability,  but  this  ownership  does  not  carry  wealth 
to  the  domicile  of  the  o^vner.  If  there  is  no  w^ealth,  these  laws 
which  assume  there  is  ought  to  be  changed.  We  need  not 
undertake  to  catalogue  these  laws.  In  each  state  they  are 
easily  recognizable.  They  will  gradually  disappear  if  there  is 
acquired  an  appreciation  of  economic  principles  as  herein 
indicated, 

III 

Because  of  the  nature  of  inheritance  taxes,  and  for  the 
further  reasons  that  the  constitutional  questions  involved  are 
somewhat  different  from  those  involved  in  property  taxation 
and  that  the  predecessors  of  this  conference  have  clearly 
indicated  the  true  principles  applicable  to  the  subject,  we 
have  reserved  consideration  of  this  subject  for  separate  dis- 
cussion. Though  other  grounds  of  jurisdiction  have  been 
suggested  (as  citizenship  of  the  former  owner  or  domicile  of 
the  person  receiving  the  property),  jurisdiction  for  the  pur- 
poses of  inheritance  taxation  has  been  taken  by  states  of  the 
United  States  only  upon  one  or  both  of  two  grounds. 

1.  Domicile  of  the  former  owner. 

2.  Situs  of  the  property  independent  of  the  domicile  of 
its  former  o^Tier. 

Constitutional  objections  prevent  the  levying  of  an  inherit- 
ance tax  on  real  estate  other  than  by  the  state  in  which  it  is 
located,  so  that  such  property  must  be  taxed,  if  at  all,  by  such 
state  and  is  not  liable  to  double  taxation.  An  inheritance  tax 
may,  however,  constitutionally  be  levied  upon  personal  prop- 
erty either  by  the  state  of  the  domicile  of  the  former  owner 
or  by  anj^  state  in  which  such  property  may  be  said  to  have  a 
situs  independent  of  such  domicile.  Moreover,  personal  prop- 
erty which  may  be  said  to  have  a  situs  independent  of  the 
domicile  of  the  former  owner  may  without  constitutional  ob- 


378  NATIONAL  TAX  ASSOCIATION 

jection  be  taxed  both  in  the  state  of  the  domicile  and  in  the 
state  of  the  situs.  Not  only  is  such  double  taxation  possible, 
but  it  has  actually  existed  to  such  an  extent  as  to  constitute 
a  serious  evil.  In  the  case  of  inheritance  taxation,  as  distin- 
guished from  annual  taxation,  all  double  taxation  is,  in  the 
opinion  of  your  committee,  unjustifiable  and  inequitable.  It 
is  the  duty  of  this  committee,  if  possible,  to  recommend  a 
method  of  avoiding  all  double  taxation  of  legacies  and  suc- 
cessions and,  at  the  same  time,  of  securing  to  each  state  its  fair 
share  of  taxes  levied  with  reference  to  them. 

The  committee,  of  which  the  present  committee  is  a  con- 
tinuation, reported  to  last  year's  conference  that  in  its 
opinion  "the  correct  principle  underlying  taxation  of  inherit- 
ance is  expressed  by  saying  that  a  given  state  should  levy  its 
inheritance  tax  only  with  reference  to  such  property  as  de- 
volves in  accordance  with  its  laws."  (Rep.  1914,  p.  235.) 
This  report  was  in  general  in  accord  with  the  report  of  the 
committee  on  a  model  inheritance-tax  law  made  to  the  Con- 
ference of  1910.  (Rep.  1910,  p.  279.)  The  only  change  pro- 
posed was  that,  in  consistent  application  of  the  principle 
stated,  tangible  personal  property  be  taxed  in  the  state  of  the 
domicile  of  its  former  owner. 

We  are  in  complete  accord  with  the  position  taken  by  the 
committee  and  submit  herewith,  somewhat  more  at  length, 
the  grounds  upon  which  we  base  our  conclusions. 

The  correct  principle  underlying  the  taxation  of  inheritances 
has,  we  believe,  been  stated  above.  If  this  principle  is  adopted, 
most  questions  of  situs  with  relation  to  inheritance  taxation 
will  have  been  settled.  Real  estate  devolves  in  accordance 
with  the  laws  of  the  state  in  which  it  is  situated,  personal 
property  in  accordance  with  the  laws  of  the  state  in  which 
the  former  owner  was  domiciled.  Applying  the  principle 
stated,  it  follows  that  real  estate  should  be  taxed  by  the  state 
in  which  it  is  situated ;  personal  property  hy  the  state  in  which 
its  former  owner  was  domiciled.  It  is  rarely  difficult  to  deter- 
mine whether  a  particular  form  of  property  is  to  be  treated  as 
real  or  personal  for  the  purpose  of  determining  its  devolution. 

The  view  stated  accords  with  the  constitutional  require- 
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ments  as  to  the  taxation  of  real  estate.  As  real  estate  can- 
not constitutionally  be  doubly  taxed,  we  need  not  give  any 
further  consideration  to  it  except  to  say  that  sound  economics 
do  not  require  in  this  matter  any  constitutional  changes. 

As  to  personal  property,  the  alternative  to  the  view  stated 
is  that  inheritance  taxes  thereon  be  levied  by  the  state  in 
which  such  personal  property  may  be  said  to  have  a  situs  in- 
dependent of  the  domicile  of  the  former  owner.  The  reasons 
which  lead  the  committee  to  the  conclusion  that  such  prop- 
erty should  be  taxed  by  the  state  of  the  domicile  of  the  former 
owner,  rather  than  by  the  state  within  which  it  may  be  said 
to  have  a  situs  independent  of  such  domicile,  are  as  follows : 

1.  The  purpose  sought  to  be  accomplished  is  the  avoidance 
of  double  taxation.  Uniform  legislation  providing  for  the 
levying  of  inheritance  taxes  upon  personal  property  only  by 
the  state  of  the  domicile  of  its  former  owner  will  accomplish 
this  purpose.  No  man  can  have  two  domiciles.  Only  in  the 
very  rare  cases  where  the  courts  of  two  or  more  states  do  not 
agree  as  to  which  is  the  state  of  the  domicile  of  the  decedent 
will  there  be  double  or  multiple  taxation.  On  the  other 
hand,  uniform  legislation  providing  for  the  levying  of  inherit- 
ance taxes  upon  personal  property  by  the  state  within  which 
such  personal  property  may  be  said  to  have  a  situs  indepen- 
dent of  the  domicile  of  its  former  owner  will  not  of  itself 
avoid  double  taxation.  Personal  property  of  certain  kinds 
may  be  said  to  have  a  situs  for  purposes  of  inheritance  taxa- 
tion in  each  of  two  or  more  states  other  than  the  state  of 
the  domicile  of  the  former  owner.  For  example,  under  the 
doctrine  laid  down  in  Blackstone  vs.  Miller  (188  U.  S.  189), 
a  simple  contract  debt  has  a  situs  for  purposes  of  inheritance 
taxation  at  the  residence  of  the  debtor.  Thus  a  joint  obli- 
gation would,  it  seems,  have  such  a  situs  in  the  state  of  resi- 
dence of  each  of  the  obligors.  Under  the  decision  of  Wheeler 
vs.  New  York  (233  U.  S.  434),  a  promissory  note  has  a  situs 
for  purposes  of  inheritance  taxation  in  the  state  in  which  it 
is  permanently  kept.  So  has  a  bond.  Unless  a  promissory 
note  or  bond  is  to  be  distinguished  from  a  simple  contract 
debt,  it  can,  therefore,  be  taxed  by  the  state  in  which  it  is 
permanently  kept  and,  also,  by  the  state  or  states  within  which 


380  NATIONAL  TAX  ASSOCIATION 

the  obligors  reside.  Furthermore,  if  such  promissory  note  or 
bond  is  secured  by  tangible  propertj^,  it  seems  that  such  pro- 
missory note  or  bond  may  also  be  said  to  have  a  situs  for 
purposes  of  inheritance  taxation  in  the  state  in  which  such 
tangible  property  is  situated.  A  share  of  stock  in  a  corpor- 
ation incorporated  in  two  or  more  states  is  subject  to  inherit- 
ance taxation  in  each  of  those  states.  Though  as  a  matter  of 
construction  courts  are  inclined  to  hold  such  stock  taxable 
only  in  proportion  to  the  property  of  the  corporation  within 
the  state,  it  does  not  appear  that  this  limitation  is  required 
by  any  constitutional  provision.  Furthermore,  it  has  been 
claimed,  though  the  claim  has  not  as  yet  been  sustained  by 
the  courts,  that  a  state  in  which  a  foreign  corporation  owns 
property  may  levy  inheritance  taxes  upon  shares  of  stock  in 
such  corporation  at  least  proportional  to  the  amount  of  prop- 
erty within  such  state.  The  extent  of  the  power  to  levy  in- 
heritance taxes  upon  personal  property  on  the  ground  of  situs 
has  not  been  determined,  and  many  intricate  questions  are 
still  open, — a  fact  which  of  itself  constitutes  a  serious  objec- 
tion to  taxation  on  the  ground  of  situs.  It  is  not,  however, 
fairly  to  be  expected  that  these  questions  will  be  so  decided 
as  to  avoid  the  possibility  of  double  taxation.  Adoption  of 
the  principle  of  levying  inheritance  taxes  on  personal  prop- 
erty on  the  ground  of  situs  does  not,  therefore,  accomplish 
the  desired  purpose.  If  this  principle  is  to  be  adopted,  its 
application  must  be  worked  out  in  great  detail  and  the  situs 
for  purposes  of  inheritance  taxation  of  each  class  of  personal 
property  expressly  fixed.  The  difficulty  of  drafting  and  se- 
curing the  adoption  of  a  uniform  law  of  such  a  character  is 
apparent. 

2.  The  administrative  difficulties  arising  in  the  collection 
of  inheritance  taxes  on  personal  property  when  levied  on  the 
ground  of  situs  are  much  greater  than  when  levied  on  the 
ground  of  domicile.  We  do  not  mean  to  say  that  methods 
cannot  be  devised  which  will  collect  substantially  all  the  in- 
heritance taxes  which  are  by  law  imposed  upon  personal  prop- 
erty situated  within  a  state,  regardless  of  its  ownership.  We 
believe,  however,  that  the  cost  of  collection  will  be  very 
much  greater  in  proportion  to  the  amount  collected.     In  the 
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first  place,  the  taxable  estates  will  be  more  in  number  and 
smaller  in  size.  Practically  all  the  resident  decedents  who 
would  be  taxed  on  the  ground  of  domicile  will  have  personal 
property  within  the  state  upon  which  they  will  be  taxed  on 
the  ground  of  situs.  As  their  personal  property  situated  in 
other  states  will  not  be  taxed  in  the  state  in  which  they  are 
domiciled,  their  taxable  estates  therein  will  be  smaller.  To 
the  taxable  estates  of  residents  must  be  added  estates  of 
non-residents  owning  property  within  the  state.  Many,  if 
not  most,  of  these  estates  are  likely  to  be  small.  Even  in  the 
case  of  very  rich  decedents  it  will  generally  happen  that  the 
fractional  part  of  an  estate  within  any  state  other  than  that  of 
the  domicile  will  be  comparatively  small. 

In  collecting  taxes  on  estates  of  non-resident  decedents  the 
state  is  dealing  with  fractions  rather  than  with  units.  To  a 
somewhat  less  degree  the  same  thing  is  true  when  a  state  is 
collecting  taxes  on  such  parts  of  estates  of  resident  decedents 
as  for  reasons  other  than  the  domicile  of  the  owner  may  be 
said  to  be  within  that  state.  Furthermore,  the  smaller  size 
of  taxable  estates,  when  situs  rather  than  domicile  determines 
jurisdiction,  results  not  only  in  smaller  values  upon  which 
taxes  are  to  be  computed,  but  also,  under  most  progressive 
tax  laws,  in  lower  rates  of  taxation  thereon.  Thus,  unless 
rates  are  increased,  with  the  consequent  extra  burden  upon 
estates  which  are  located  in  one  state,  the  amount  collected 
will  be  less  than  would  be  collected  under  the  domicile  theory 
from  the  same  amount  of  taxable  property.  Not  only  does 
taxation  on  the  ground  of  situs,  as  compared  with  taxation  on 
the  ground  of  domicile,  increase  the  number  and  reduce  the 
size  of  taxable  estates,  with  the  consequent  reduction  in  amount 
of  tax  collected  and  an  increase  in  cost  of  collection  but  it 
also  adds  complications  in  the  assessment  of  taxes  other  than 
those  due  merely  to  the  larger  number  of  estates  dealt  with. 

When  taxes  are  levied  upon  this  theory,  it  is  difficult  to 
avoid  complicated  computations  in  apportioning  debts,  ex- 
penses and  legacies  between  property  within  and  property 
without  the  taxing  jurisdiction.  Finally,  most  of  the  serious 
difficulties  which  arise  in  the  administration  of  inheritance 
tax  laws  come  from  the  application  of  such  laws  to  personal 
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property  of  non-resident  decedents.  Estates  of  resident  de- 
cedents normally  go  through  the  local  probate  courts  and  can 
be  followed  without  difficulty  by  taxing  officials.  This  is  not 
true  of  estates  of  non-resident  decedents.  Consequently  in- 
genious methods  must  be  invented  to  prevent  representatives 
of  estates  of  non-resident  decedents  from  obtaining  transfers 
of  securities  or  collecting  debts  without  paying  the  inherit- 
ance taxes  thereon.  Undoubtedly  states  have  been  very  suc- 
cessful in  preventing  evasion  of  taxation  in  the  case  of  non- 
resident decedents,  but  they  have  succeeded  only  with  great 
effort  and  at  comparatively  large  expense. 

3.  The  annoyance  and  expense  to  the  taxpayer  in  adjusting 
inheritance  taxes  is  greater  if  such  taxes  are  levied  in  every 
state  in  which  personal  property  is  situated  than  if  levied 
only  in  the  state  of  the  domicile.  Inheritance  taxes  as  a  rule 
are  not  regarded  as  burdensome.  The  dissastisfaction  which 
is  expressed  in  regard  to  them  results  more  from  the  annoy- 
ance of  adjusting  the  taxes  than  from  the  actual  expenditure 
of  money  in  payment  thereof.  The  adjustment  of  taxes  in 
the  state  of  the  domicile  is  not  very  troublesome.  It  is,  how- 
ever, a  considerable  burden  to  be  required  to  adjust  taxes 
or  to  establish  the  right  to  exemption  from  taxation  in  each 
state  in  which  a  decedent  owned  personal  property.  The  re- 
quirements which  are  essential  for  the  protection  of  the  states 
in  which  the  property  is  situated,  often  going  to  the  extent 
of  requiring  ancillary  administration  in  such  states,  cause 
annoyance  to  the  representatives  of  an  estate,  considerable 
expense  for  legal  services,  and  frequently  such  delay  in  dis- 
posing of  securities  as  to  result  in  material  loss  to  the  estate. 
When  it  is  considered  that  the  representatives  of  an  estate 
must,  if  the  principle  of  taxing  personal  property  at  the  situs 
is  adopted,  adjust  inheritance  taxes  with  each  state  in  which 
the  decedent  owned  personal  property,  or  at  least  establish  the 
right  to  exemption  in  such  state,  and  that  it  is  not  unusual  for 
an  investor  to  invest  money  in  many  different  states,  it  clearly 
appears  that  this  mode  of  taxation  imposes  upon  the  tax- 
payer a  burden  wholly  out  of  proportion  to  the  benefit  which 
results  to  the  taxing  states.  Such  a  method  of  taxation  wastes 
the  taxpayer 's  money  and  renders  inheritance  taxes  much  more 
unpopular  than  they  otherwise  would  be. 
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4.  Inheritance  taxation  on  the  ground  of  situs  is  especially 
inapplicable  to  taxation  at  progressive  rates.  The  same 
schedule  of  rates,  whether  progressive  in  respect  to  the  size 
of  estates  or  of  legacies  and  distributive  shares,  will  by  reason 
of  the  smaller  size  of  taxable  estates,  and  consequently  of 
taxable  legacies  and  distributive  shares,  produce  a  smaller 
total  amount  of  tax  for  all  taxing  states  when  such  taxes 
are  levied  on  the  ground  of  situs  than  when  levied  on  the 
ground  of  domicile.  Consequently  the  taxing  jurisdictions 
must  be  content  to  receive  less  tax,  or,  on  the  other  hand,  must 
prescribe  higher  schedules  of  rates.  Such  higher  schedules, 
while  not  affecting  the  amount  of  tax  levied  upon  an  individ- 
ual decedent  whose  property  is  distributed  among  several 
states  will  increase  the  amount  of  tax  levied  upon  estates  of 
decedents  whose  property  is  wholly  situated  in  the  state  of 
the  decedent's  domicile  or  in  any  other  one  state.  Thus 
there  will  be  inequality  of  taxation  between  estates  of  equal 
size  based  on  the  immaterial  circumstance  that  the  property 
of  the  decedent  was  situated  in  several  states  instead  of  in 
one  only.  The  only  justification  for  such  inequality  is  to  be 
found  in  the  greater  inconvenience  suffered  by  the  repre- 
sentative of  the  estate  the  property  of  which  is  situated  in 
several  taxing  jurisdictions,  but  this  justification  seems  to  be 
far  from  adequate.^ 

1  A  and  B  are  residents  of  Massachusetts;  X  and  Y  of  California. 
Each  at  his  death  is  worth  $50,000.  A's  $50,000  are  in  Massachusetts. 
B  had  $25,000  in  Massachusetts  and  $25,000  in  California.  X  's  $50,000 
are  in  California.  Y  had  $25,000  in  California  and  $25,000  in  Massa- 
chusetts. For  the  purposes  of  our  illustration  we  assume  that  each  state 
taxes  $50,000  at  2  per  cent  and  $25,000  at  1  per  cent.  On  either  theory 
Massachusetts  taxes  $100,000  and  California  $100,000.  On  the  domicile 
theory  Massachusetts  collects  $1,000  tax  from  the  estate  of  A,  $1,000 
from  the  estate  of  B,  a  total  of  $2,000,  and  California  collects  $1,000 
from  the  estate  of  X  and  $1,000  from  the  estate  of  Y,  a  total  of  $2,000. 
On  the  situs  theory  Massachusetts  collects  $1,000  from  the  estate  of  A, 
$250  from  the  estate  of  B,  $250  from  the  estate  of  Y,  a  total  of  $1,500. 
California  collects  $1,000  from  the  estate  of  X,  $250  from  the  estate  of 
Y,  and  $250  from  the  estate  of  B,  a  total  of  $1,500.  A  and  X  each  pay 
a  tax  of  $1,000.  B  and  Y  each  pay  aggregate  taxes  of  $500.  Both 
Massachusetts  and  California  have  greater  inconvenience  in  collecting 
their  taxes  and  obtain  less  money  than  under  the  other  rule.     The  estates 
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5.  The  principle  of  levying  inheritance  taxes  in  the  state 
which  determines  the  devolution  of  the  property — that  is,  in 
the  case  of  personal  property  in  the  state  of  the  domicile  of 
the  former  owner — is  in  accord  with  the  fundamental  legal 
theory  of  inheritance  taxation.  Whether  inheritance  taxes 
are  imposed  under  the  taxing  power  or  under  the  power  to 
regulate  descent,  the  subject  of  such  taxes  is  the  privilege 
of  transmitting  or  of  receiving  property  upon  the  death  of 
its  former  owner.  This  privilege  is  granted  by  the  state  of 
the  domicile  or  at  least  may  be  regulated  by  that  state. 
Consequently,  so  far  as  the  power  to  levy  inheritance  taxes 
is  to  be  referred  to  the  power  to  regulate  descent,  the  state  of 
the  domicile  should  impose  the  tax,  and,  even  if  this  power 
is  to  be  referred  to  the  power  to  tax,  the  state  of  the  domicile 
should  impose  the  tax  since  the  privilege  enjoyed  is  enjoyed 
within  that  state.  It  may,  of  course,  be  said  that  the  state  in 
which  property  has  a  situs  governs  the  particular  succession. 
The  fact  is,  however,  that  the  universal  succession  is  gov- 
erned by  the  law  of  the  state  of  the  domicile  and  such  uni- 
versal succession  is  generally  recognized.  So  long  as  uni- 
versal succession  is  recognized,  it  seems  clear  that  the  privi- 
lege which  is  the  subject  of  an  inheritance  tax  is  the  privilege 
granted  or  controlled  by  the  state  of  the  domicile. 

6.  The  principle  of  taxing  personal  property  in  the  state 
of  the  domicile  of  its  former  owner  accords  with  the  true 

of  A  and  X  pay  larger  taxes  than  do  the  estates  of  B  and  Y  though 
the  estates  are  all  of  the  same  size.  In  order  to  correct  this  result  the 
rate  of  taxation  must  be  extended  to  taxable  estates  worth  $25,000  each. 
By  so  doing  the  amount  of  taxes  collected  by  the  two  states  will  be  the 
same  as  under  the  domicile  theory.  The  effect  of  this  change,  how- 
ever, may  be  illustrated  by  assuming  two  other  estates,  the  estate  of  C, 
a  resident  of  Massachusetts,  consisting  entirely  of  property  within  Massa- 
chusetts worth  $25,000,  and  of  Z,  a  resident  of  California,  consisting  of 
property  entirely  within  California  worth  $25,000.  The  effect  of  in- 
creasing the  rate  on  estates  of  $25,000  in  order  to  reach  the  estates  of 
B  and  Y  is  to  increase  the  taxes  to  be  paid  by  the  estates  of  C  and  Z 
from  $250  to  $500  each.  The  estate  of  B  and  Y,  therefore,  under  these 
circumstances  are  taxed,  not  like  the  estates  of  the  same  size  of  A  and 
X,  but  like  the  smaller  estates  of  C  and  Z.  We  submit  that  there  is  no 
adequate  ground  for  classifying  B  and  Y  with  C  and  Z  rather  than 
with  A  and  X, 
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economic  theory  of  inheritance  taxation.  Numerous  argu- 
ments in  support  of  the  economic  soundness  of  such  taxation 
have  been  made,  but  it  is  unnecessary  to  review  them  here. 
It  will  probably  be  generally  agreed  that  the  economic  justi- 
fication of  inheritance  taxes  is  faculty  or  ability  to  pay  and 
not  the  benefit  which  the  property  has  received  from  the 
state  during  the  lifetime  of  its  owner.  So  explained,  the 
state  in  which  the  property  is  situated  has  at  least  no  greater 
claim  to  the  tax  than  has  the  state  of  the  domicile  of  the 
former  owner  of  the  property.  If  such  tax  is  to  be  regarded 
as  a  payment  to  the  state  for  the  privilege  of  inheritance,  it 
is,  of  course,  the  state  of  the  domicile  which  should  receive 
the  payment.  The  same  thing  is  true  if  such  tax  is  a  pay- 
ment for  the  use  of  probate  courts.  But  for  the  protection  of 
the  state  in  which  the  property  is  situated  in  collecting  its 
tax  there  would  be  comparatively  little  occasion  to  use  the 
probate  courts  of  that  state. 

7.  The  method  of  levying  inheritance  taxes  ou  the  ground 
that  personal  property  is  situated  within  the  taxing  state 
is  open  not  only  to  the  practical  and  theoretical  objections 
already  set  forth,  but,  also,  to  a  serious  objection  in  its  ef- 
fect upon  investments.  The  states  which  are  likely  to  object 
to  inheritance  taxation  on  the  ground  of  domicile  are  the  so- 
called  ' '  Debtor  States  ' ' — states  in  which  large  sums  of  money 
are  invested  by  residents  of  other  states.  Yet  these  are  just 
the  states  which  can  ill  afford  to  burden  investment,  and  an 
inheritance  tax  imposed  upon  the  ground  of  situs  of  personal 
property  is  regarded  by  investors  as  a  considerable  burden. 
Upon  this  subject,  Tax  Commissioner  Trefry  of  Massachu- 
setts has  said  in  his  report,  made  in  1912: 

Investors  all  over  the  country  are  carefully  seeking  for  securities  which 
are  subject  to  no  legacy  tax  in  a  state  other  than  that  of  the  domicile  of 
the  owner.  If  Massachusetts  shall  cease  to  tax  non-resident  estates  on 
account  of  their  shares  in  Massachusetts  corporations,  these  shares  will 
become  much  more  attractive  for  foreign  investors.  The  effect  upon 
the  financing  of  our  industries  will  be  favorable.  Foreign  capital  will 
be  more  easily  induced  to  come  to  Massachusetts.  It  is  in  my  judgment 
a  mistaken  policy  for  Massachusetts  to  tax  a  New  York  estate  because 
its  owner  helped  finance  a  manufactory  in  this  state  and  thus  became  the 
25 
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possessor  of  shares  in  a  Massachusetts  corporation.  This  is  not  an 
invitation  for  foreign  capital  to  come  to  us.     It  is  quite  the  contrary. 

This  report  of  the  tax  commissioner  was  effectual  in  securing 
the  repeal  of  the  Massachusetts  law  levying  inheritance  taxes 
upon  the  personal  property  of  non-residents.  Prior  thereto 
the  state  of  New  York  had  taken  the  same  step.  With  refer- 
ence to  the  statute  of  New  York  taxing  the  transfer  of  in- 
tangible property  of  non-residents,  it  was  said  by  Mr.  Purdy, 
at  the  sixth  national  conference  (1912),  that  "  the  immediate 
effect  of  the  double  tax  feature  and  excessive  rates  was  said 
by  those  in  a  position  to  know  to  have  been  a  withdrawal  of 
large  amounts  of  money  from  the  state,  the  surrender  of  safe 
deposit  boxes,  and  the  sale  of  the  stock  of  New  York  corpor- 
ations."    (Rep.  p.  296). 

8.  Finally  it  is  not  clear  that  the  adoption  of  the  theory 
of  levying  inheritance  taxes  upon  personal  property  on  the 
ground  of  situs  will  accomplish  the  end  desired  by  those  who- 
advocate  the  theory.  In  the  case  of  a  corporation,  for  ex- 
ample, the  tax  on  this  theory  is  ordinarily  levied  by  the  state 
or  states  of  incorporation.  The  advocates  of  the  "  situs  " 
theory,  however,  wish  to  levy  inheritance  taxes  on  the  tan- 
gible property  of  a  corporation  in  the  state  in  which  such 
property  is  located.  While  it  would  be  presumptuous  in  the 
absence  of  decisions  upon  the  subject  to  state  that  this  object 
cannot  constitutionally  be  accomplished,  it  is  at  least  a  matter 
of  grave  doubt.  If  a  state  in  which  a  foreign  corporation 
owns  personal  property  has  no  jurisdiction  to  levy  inherit- 
ance taxes  upon  the  devolution  of  a  share  of  stock  in  such 
corporation,  it  follows  that  the  only  course  for  such  state  to 
adopt  is  to  provide  that  foreign  corporations  shall  not  hold 
property  within  such  state.  It  is  questionable  whether  in 
order  to  secure  a  slightly  larger  amount  of  money  from 
inheritance  taxation  states  will  wish  to  go  to  that  extent. 

These  reasons  seem  to  your  committee  conclusive  as  to  the 
general  principle  which  should  govern  the  situs  of  personal 
property  for  purposes  of  inheritance  taxation.  A  few  ques- 
tions as  to  the  application  of  this  principle  deserve  con- 
sideration. 
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A  promissory  note  or  bond  secured  by  mortgage  of  real 
estate  may  constitutionally  be  taxed  either  as  personalty  upon 
the  principles  previously  stated  as  applying  to  promissory 
notes  or  bonds  or  as  real  estate  in  the  state  in  which  the 
mortgaged  real  estate  is  situated.  Such  promissory  note  or 
bond,  however,  devolves  as  personalty,  drawing  to  it  the  mort- 
gaged real  estate  as  an  incident.  Consequently,  upon  a  con- 
sistent application  of  the  rule  that  property  be  taxed  by  the 
state  which  governs  its  devolution,  such  promissory  notes  and 
bonds  should  be  taxed  at  the  domicile  of  the  former  owner. 
This  view  accords  with  the  popular  conception  of  the  nature 
of  a  mortgage.  Only  as  a  matter  of  legal  theory  is  a  mort- 
gagee the  owner  of  the  mortgaged  real  estate.  No  good  reason 
appears  for  distinguishing  a  promissory  note  or  bond  secured 
by  a  mortgage  of  real  estate  from  other  kinds  of  intangible 
property  (such  as,  for  example,  corporate  stock)  which  derive 
their  value  in  large  measure  from  real  estate.  Nor  does  the 
fact  that  resort  must  be  had  to  the  courts  of  the  state  in  which 
the  real  estate  is  situated  for  foreclosure  proceedings  furnish 
a  reason  for  levying  an  inheritance  tax  in  that  state.  The 
same  reason  would  permit  the  state  of  residence  of  a  debtor 
to  levy  an  inheritance  tax  upon  such  debt. 

Shares  of  stock  in  real-estate  trusts  raise  a  troublesome  ques- 
tion as  to  the  state  in  which  they  should  be  taxed.  The  answer 
to  it  is  to  be  found  in  the  nature  of  the  trust.  When  under 
the  laws  of  the  state  within  which  it  operates  the  trust  is 
treated  as  a  corporation,  it  seems  that  its  shares  should  be 
treated  as  personalty.  When,  however,  this  is  not  the  case, 
but  the  shares  are  merely  equitable  interest  in  real  estate, 
they  should,  it  seems,  be  treated  as  real  estate. 

The  committee  repeats  the  suggestion  made  last  year,  to  the 
effect  that  pending  the  adoption  of  the  principles  herein  recom- 
mended by  the  several  states  each  should  modify  its  present 
procedure  so  as  to  "  become  consistent  with  itself.  If  and  in 
proportion  as  a  state  taxes  a  non-resident  decedent,  it  should 
exempt  a  resident  decedent  having  property  of  similar  char- 
acter and  location,  and  vice  versa."     (Kep.  p.  236.) 
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IV 

The  summary  of  the  foregoing  is  this : 

Taxation  of  the  same  property  or  person  by  two  indepen- 
dent governments,  to  each  one  of  which  the  individual  owes 
an  allegiance,  is  not  objectionable  double  taxation.  Two  or 
more  taxes  laid  upon  the  same  taxable  subjects  in  the  same 
way  by  one  state,  while  objectionable  as  unnecessarily  irritat- 
ing, is  not  objectionable  as  multiple  taxation.  Multiple  taxa- 
tion to  which  objection  must  be  raised  is  that  which  assumes 
two  or  more  values  where  only  one  exists  and  taxes  these  two 
assumed  values  alike.  Such  false  assumptions  with  relation 
to  a  given  subject  are  sometimes  made  by  one  state,  but  more 
frequently  by  two  states.  In  both  cases  the  inequality  is 
the  same, — state  boundaries  do  not  exist  in  economics. 

In  inheritance  taxation,  all  double  taxation  is  objection- 
able. Here  the  tax  is  upon  the  privilege  of  the  transmission 
of  property.  Its  amount  may  be  measured  in  part  b}^  the 
value  of  the  property  transmitted,  but  this  fact  cannot  obscure 
the  principle  that  the  tax  is  of  a  privilege.  This  by  itself 
limits  the  assessment  to  the  state  in  accordance  with  whose 
laws  the  property  devolves.  But,  furthermore,  the  adoption 
of  any  other  principle  by  the  states  of  a  federal  union  pro- 
duces administrative  chaos  and  inexcusable  irritation  to  the 
taxpayer.  In  other  words,  a  true  understanding  of  the  nature 
of  the  tax  and  the  necessities  of  administration  both  demand 
th,e  avoidance  of  all  double  taxation  by  adhering  to  the  rule 
that  it  is  the  privilege  of  devolution  which  is  being  subjected 
to  the  taxing  poAver. 

The  many  decisions  of  the  courts  relating  to  situs  and 
jurisdiction  have  created  perplexities  for  most  citizens,  and 
more  perplexities  are  in  store  because  of  the  unlitigated  and 
undecided  questions.  The  economic  distinction  between 
w^ealth  and  property  is  lacking  in  those  constitutions  which 
require  proportionality.  The  constitutional  provisions  that 
all  taxable  subjects  be  treated  alike  give  jurisdiction  where 
there  is  no  wealth.  Taxation  of  property  in  accordance  with 
the  same  rules  as  are  applied  to  wealth  is  economically  false 
and    produces    immaterial    distinctions    and    administrative 
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failure.  Jurisdiction  properly  extends  to  wealth  and  to  per- 
sons. The  fact  that  these  two  are  entitled  to  different  treat- 
ment in  matters  of  taxation  has  not  been  sufficiently  recog- 
nized by  constitutions,  laws  and  decisions.  Both  economic 
and  political  considerations  require  different  rules  for  the 
taxation  of  things  and  persons.  A  great  deal  of  unnecessary 
confusion  has  been  caused  by  attempts  of  the  states  to  im- 
pose taxes  in  terms  of  parts  of  what  with  better  wisdom 
should  be  treated  as  a  whole.  These  attempts  are  largely 
legislative  and  can  be  largely  avoided  by  the  further  develop- 
ment of  special  taxes. 

It  has  already  become  apparent  that  in  the  opinion  of  your 
committee  jurisdiction  over  the  person  gives  jurisdiction  over 
his  income  and  that  in  our  plea  for  a  distinction  between 
wealth  and  persons  we  are  urging  that  the  former  be  taxed  in 
the  place  of  its  location,  upon  its  capital  value,  and  the  latter 
in  the  place  of  his  domicile,  with  relation  to  his  income. 
Whether  income  shall  be  taxed  by  a  given  state  when  it  is 
derived  from  wealth  taxed  by  the  same  state;  whether  in- 
come derived  from  personal  efforts  is  entitled  to  a  lower  rate 
of  taxation  than  is  applied  to  other  income ;  whether  small 
incomes  are  to  be  exempt  and  the  principle  of  progression 
is  to  be  employed, — these  and  many  other  questions  need  not 
be  discussed  in  this  report.  In  fact,  such  taxation  as  we  here 
urge  need  not  be  cast  into  terms  of  income  taxation.  There 
is  the  alternative  of  the  classification  of  evidences  of  owner- 
ship and  their  taxation  at  a  low  rate  applied  to  the  capital 
value.  Such  taxation  will  meet  most  of  the  requirements  if 
the  amount  of  tax  is  the  same  as  would  be  produced  by  a 
reasonable  and  collectible  income  tax. 

We  do  not  fail  to  recognize  the  fact  that  the  taxation  of 
incomes  derived  from  property  has  been  decided  to  be  the 
taxation  of  the  property  itself.  From  this  point  of  view,  it 
can  be  argued  that  our  plan  entails  double  taxation.  If  such 
be  granted  to  be  the  fact,  we  do  not  find  that  the  double 
taxation  involved  is  of  the  objectionable  kind.  We  repeat 
that  both  wealth  and  persons  are  proper  subjects  of  the  tax- 
ing power — the  former  at  its  location,  the  latter  in  his  domicile. 
We  cannot  avoid  expressing  regret,  however,  that  the  courts 
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have  found  it  impossible  to  find  for  purposes  of  taxation  that 
such  incomes  have  an  existence  in  their  own  right,  separate 
and  distinct  from  the  property  which  produces  them.  The 
fact  that  the  decisions  are  as  they  are  need  not  prevent  the 
adoption  of  another  conception  of  the  matter  in  the  recasting 
of  constitutions  which  in  many  states  is  necessary  and  in- 
evitable. In  fact,  a  movement  in  this  direction  is  well  under 
way  since  several  states  have  in  one  form  or  another  adopted 
some  or  all  of  the  distinctions  and  principles  the  necessity 
for  which  this  report  has  undertaken  to  emphasize. 

It  all  may  be  summed  up  in  the  words  "  interstate  comity." 
The  new  constitutions  must  both  restrict  and  enlarge  the 
powers  of  the  legislatures.  Jurisdiction  must  be  restricted 
to  wealth  and  persons.  The  power  to  discriminate  between 
wealth  and  property  must  be  enlarged.  The  power  to  pro- 
ceed in  accordance  with  economic  principles  must  be  exalted 
amazingly.  Thus  will  taxation  in  this  country  approach  the 
scientific.  As  it  does  this,  it  will  lose  the  characteristics  which 
have  made  of  it  the  despair  of  the  taxpayer,  and  an  inefficient 
method  for  the  performance  of  the  most  important  of  all 
governmental  functions. 

Charles  A.  Andrews,  Chairman, 
Former  Deputy  State  Tax  Commissioner  of  Massachusetts. 
Professor  John  E.  Brindley, 
Professor  of  Economics,  Iowa  State  College. 
Fred.  T.  Field, 

Attorney -at-Law,  Boston,  Mass. 
W.  Hastings  Lyon, 
Counsel  to  Committees,  Investment  Bankers  Association  of 
America. 


ACTIVITIES    OF    STATE    TAX   ASSOCIATIONS   AND 
ASSOCIATIONS  OF  TAX  OFFICIALS 

George  Lord 

Secretary,  Michigan  Tax  Association,  Detroit,  Michigan 

There  are  thirteen  re^larly  organized  tax  associations 
whose  activities  are  state-wide,  located  in  the  following  states : 
Alabama,  Arizona,  California,  Colorado,  Indiana,  Illinois, 
Kentucky,  Massachusetts,  Michigan,  North  Dakota,  New 
York,  Ohio  and  Oregon.  Briefly  the  activities  of  these  asso- 
ciations are  as  follows : 

The  Tax  Reform  League  of  Alabama  was  organized  in  1914, 
and  its  offices  are  located  at  Montgomery.  Judge  Charles  B. 
Teasley  is  its  president.  It  has  a  membership  of  five  thousand, 
and  its  operations  have  thus  far  been  largely  confined  to  an 
effort  to  secure  new  tax  legislation. 

The  State  Taxpayers'  Association  of  Arizona  has  been  in 
active  operation  for  over  a  year.  Its  offices  are  located  at 
Phoenix,  and  its  officers  are  Rudolph  Kuchler,  president; 
C.  0.  Ellis,  treasurer;  F.  E.  Wright,  secretary.  The  associa- 
tion has  a  membership  of  between  three  and  four  thousand, 
and  it  has  been  exceedingly  active  in  endeavoring  to  bring 
about  a  betterment  in  tax  conditions  in  that  state.  It  has 
auditors  employed  constantly  visiting  the  various  public  offices 
and  reporting  their  findings  to  the  association.  It  also  pub- 
lishes an  excellent  monthly  paper.  The  secretary  advises  me 
that  the  association  is  responsible  for  a  reduction  of  taxes 
throughout  th-e  state,  and  for  the  reduction  of  expenses  in 
many  counties  and  in  various  public  offices.  The  association 
is  certainly  a  ' '  live  wire  ' '  and  others  would  do  well  to  follow 
its  lead. 

The  California  State  Tax  Association  was  organized  in 
1913.  Its  officers  are,  John  S.  Drum,  president ;  Dudley  Cates, 
secretary.  The  offices  of  the  association  are  located  in  the 
Hobart  Bulding,  San  Francisco.      Since  commencing  active 
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operations  it  has  made  quite  an  extensive  investigation  of  the 
revenue  system  of  the  state,  and  its  findings  and  recommenda- 
tions are  contained  in  a  very  interesting  pamphlet  entitled 
"  Problem  of  Taxation  in  California."  The  association  has 
also  been  active  in  municipal  research  work,  and  has  issued 
a  highly  creditable  pamphlet  showing  the  result  of  its  investi- 
gations. Copies  of  these  pamphlets,  which  will  be  found  highly 
interesting,  can  undoubtedly  be  obtained  from  the  secretary 
of  the  association. 

The  Colorado  Taxpayers'  League  was  organized  in  January, 
1914.  Its  offices  are  in  the  Kittredge  Building,  Denver,  and 
the  officers  are  Lawrence  C.  Phipps,  president;  John  C. 
Mitchell,  treasurer;  R.  E.  Wright,  secretary.  Its  member- 
ship consists  of  one  hundred  seven  business  men  of  the  state. 
The  object  of  the  league,  as  stated  in  its  articles  of  incorpor- 
ation, are :  "  to  correct  excessive  taxation ;  to  check  extrava- 
gance of  public  officials;  to  use  all  proper  means  to  secure 
honest,  economical  and  efficient  administration  of  the  affairs 
of  government,  both  in  the  city  and  county  of  Denver  and 
in  the  state  of  Colorado."  In  a  recent  letter  the  secretary 
states  that  the  league  last  year  conducted  a  survey  of  certain 
departments  of  the  city  and  county  governments  of  Denver, 
and  is  now  engaged  in  co-operating  with  public  officials  to 
secure  the  adoption  of  recommendations  resultant  from  such 
survey.  It  prepared  and  introduced  in  the  legislature  a  bill 
to  make  certain  changes  in  the  revenue  laws  of  the  state,  and 
also  advocated  a  bill  providing  for  an  efficiency  survey  of  the 
entire  state  government.  It  also  assisted  in  the  campaign 
against  the  adoption  of  the  single  tax  system. 

The  Indiana  State  Tax  Association  was  organized  in  Febru- 
ary, 1914.  Its  officers  are  William  A.  Rawles,  president; 
W.  K.  Stewart,  treasurer;  Fred  A.  Sims,  executive  secretary. 
Its  offices  are  in  the  Merchants  Bank  Building,  Indianapolis. 
The  membership  of  the  association,  numbering  one  hundred 
thirty,  has  been  quite  active  and  has  succeeded  in  arousing 
throughout  the  state  considerable  interest  in  the  subject  of 
taxation.  Two  state  tax  conferences  have  been  held,  each  of 
which  was  well  attended  and  successful  in  every  way.  At  the 
last  conference  a  general  committee  was  appointed  for  tlie 
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purpose  of  bringing  about  a  more  just  and  equitable  system 
of  taxation  for  the  state.  A  legislative  measure  prepared  by 
the  committee,  calling  for  the  appointment  of  a  commission 
by  the  governor  for  the  purpose  of  investigating  the  whole 
subject  in  the  state,  was  enacted  into  law,  the  commission 
appointed  and  it  is  now  at  work.  The  president  and  execu- 
tive secretar^'^  of  the  association  are  members  of  the  com- 
mission appointed  by  the  governor. 

The  Illinois  Taxpayers'  Alliance  was  organized  last  De- 
cember, and  now  has  an  active  membership  of  one  thousand. 
Its  offices  are  at  two  hundred  twenty  South  State  Street, 
Chicago,  and  the  officers  are  J.  L.  Kessner,  president;  Joseph 
E.  Otis,  treasurer;  Robert  W.  Hume,  executive  secretary. 
The  activities  of  the  alliance  have  been  largely  devoted  to 
educating  the  taxpayers  to  the  necessity  of  an  amendment  to 
the  state  constitution  granting  the  legislature  the  power  to 
enact  legislation  providing  for  a  classification  of  property. 
A  joint  resolution  calling  for  the  submission  of  such  an  amend- 
ment was  passed  during  the  last  legislative  session  and  will 
be  voted  on  at  the  next  general  election.  A  very  creditable 
magazine  is  published  bi-monthly,  which  will  iindoubtedly 
be  of  much  educational  value  to  the  taxpayers  of  the  state. 

The  State  Tax  League  of  Kentucky  was  organized  a  little 
over  a  year  ago.  Its  officers  are  H.  M.  Froman,  president; 
Howard  G.  Skiles,  secretary.  The  offices  of  the  league  are 
located  at  Frankfort.  The  object  and  activities  of  the  league 
can  be  best  given  by  quoting  from  a  statement  sent  me  by 
Mr.  P.  N.  Clarke,  the  organizer  of  the  league,  and  who  is  the 
secretary  of  the  committee  on  tax  reform  of  the  Louisville 
Commercial  Organizations : 

Notwithstanding  that  several  general  assemblies  had  conceded  the 
inadequacy  and  inequality  of  the  general  property  tax  law,  as  admin- 
istered in  Kentucky,  and  that  three  different  tax  commissions,  after 
thorough  investigation,  had  denounced  the  law  as  a  failure,  the  people 
generally  objected  to  any  change  that  would  discriminate  between  dif- 
ferent classes  of  property  and  clung  to  the  delusion  that  uniform  taxation 
of  all  kinds  of  property  was  the  only  equitable  plan. 

On  the  principal  that  "  man  progresses  as  he  is  willing  to  learn  "  the 
original  advocates  of  tax  reform  in  Kentucky,  comprising  mostly  the 
members  of  social  organizations  in  cities,  where  such  topics  are  generally 
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discussed,  decided  that  a  change  in  sentiment  could  be  obtained  only 
by  educating  the  masses  and  exposing  in  plain  terms  the  inequalities 
of  general  property  taxation. 

The  struggle  was  one-sided  in  the  beginning  with  three  distinct  elements 
to  contend  with  viz:   indifference,  prejudice  and  selfishness. 

To  teach  these  elements  and  instill  into  them  the  wisdom  derived  from 
a  more  comprehensive  study  of  the  question,  suggested  the  formation  of 
the  state  tax  league  which  is  a  voluntary  organization  comprised  of 
citizens  who  believe  a  reform  in  taxation  is  essential  to  the  progress 
and  prosperity  of  the  state. 

An  executive  committee  of  twenty-five  prominent  citizens,  avowed  tax 
reformers,  was  selected  whose  residences  in  as  many  different  sections 
gave  a  state-wide  character  to  the  movement. 

A  magazine  has  been  started  to  retain  the  interest  of  the  members, 
and  at  the  present  time  the  league  is  conducting  a  prize  contest  for  the 
best  essays  on  taxation,  in  the  schools  of  the  state.  In  order  to  afford 
the  students  a  basis  for  their  composition  a  "  Primer  "  on  the  fun- 
damentals of  taxation  is  furnished  free  to  all  who  apply. 

Starting  less  than  three  years  ago,  the  league  now  has  a  membership 
of  about  five  thousand  or  an  average  of  about  forty  in  each  county  and 
many  new  applications  are  received  daily. 

The  results,  so  far  as  can  be  judged,  are  a  wide  awakening  in  the 
subject  of  taxation,  securing  the  enactment  by  the  legislature  of  an 
amendment  to  the  constitution  permitting  the  classification  of  property 
for  taxation,  the  ratification  of  same  by  voters  at  the  1912  election,  but 
which  the  courts  unfortunately  pronounced  invalid  on  a  technicality, 
the  re-enactment  of  the  same  amendment,  to  be  again  voted  on  at  the 
November  1915  election,  and  which  through  the  well  organized  State 
Tax  League,  is  expected  to  be  again  ratified. 

The  efforts  of  the  league  will  be  extended  to  mold  public  opinion 
affecting  future  legi3lation  and  always  to  enlighten  and  attract  advocates 
of  tax  reform  in  Kentucky  and  to  aid  similar  movements  in  other  states. 

The  Massachusetts  Tax  Association,  with  offices  at  18  Tre- 
mont  Street,  Boston,  was  organized  at  the  beginning  of  this 
year.  The  late  former  Governor  Guild  was  the  first  presi- 
dent of  the  association.  The  other  officers  are  Alexander 
"Whiteside,  vice-president;  George  F.  Willett,  treasurer; 
Malcolm  E.  Nichols,  secretary.  The  board  of  directors  con- 
sists of  forty-five  of  the  leading  citizens  of  the  state.  It  has  a 
membership  of  one  thousand.  The  efforts  of  the  association 
have  been  devoted  principally  to  securing  an  amendment  to 
the  state  constitution  providing  for  a  classified  income  tax. 
This  amendment  has  been  passed  by  the  legislature  and  will 
go  before  the  people  this  fall  for  ratification. 
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The  Michigan  State  Tax  Association  has  been  in  existence 
for  three  years  and  has  a  membership  of  several  hundred  rep- 
resenting every  class  of  property  interests.  The  present  offi- 
cers are  Arthur  B.  Williams,  president;  John  A.  Russell, 
treasurer ;  George  Lord,  secretary.  Its  offices  are  in  the  Dime 
Bank  Building,  Detroit.  The  activities  of  the  association  have 
been  mostly  of  an  educational  character,  looking  to  a  more 
equitable  distribution  of  the  tax  burden  and  a  larger  measure 
of  economy  in  the  conduct  of  public  affairs.  Sufficient  to  say 
that  the  assessed  valuation  of  the  general  properties  of  the 
state  increased  during  the  three  years  ending  with  1914, 
$686,745,000,  and  the  average  rate  of  taxation  decreased  dur- 
ing the  same  period  from  the  high-water  mark  of  $21.55  to 
$18.37  per  thousand;  an  increase  of  33  per  cent  in  assessed 
valuation,  while  the  total  tax  levy  increased  17^2  per  cent. 
The  state  tax  commission,  which  has  had  the  active  support 
of  the  tax  association,  has  been  doing  good  work  in  Michigan, 
and  if  it  keeps  it  up  it  will  not  be  long  before  at  least  the  real 
property  of  the  state  will  be  on  the  tax  rolls  for  what  it  is 
worth  in  money.  The  association  has  held  four  tax  con- 
ferences, at  each  of  which  there  was  a  splendid  attendance. 
The  proceedings  of  these  conferences  have  been  published 
and  widely  distributed. 

The  New  York  Tax  Reform  Association  is,  I  think,  the 
pioneer  state  tax  association  now  in  active  operation,  having 
been  organized  in  1891.  Its  offices  are  located  at  29  Broad- 
way, New  York,  and  its  officers  are  William  B.  Low,  president ; 
Dallas  B.  Pratt,  treasurer;  A.  C.  Pleydell,  secretary.  The 
association  has  a  membership  of  approximately  six  hundred. 
Its  activities  during  the  past  year  have  been  principally  di- 
rected at  proposed  tax  legislation  in  its  own  state.  The  as- 
sociation is  entitled  to  much  credit  for  its  good  work  in 
starting  the  conferences  on  taxation  in  the  state  of  New  York, 
which  are  being  successfully  conducted  each  year  by  the  state 
tax  commission.  Five  of  these  conferences  have  been  held, 
each  having  a  large  attendance,  and  the  addresses  and  dis- 
cussions being  of  a  high  order.  The  proceedings  of  these 
conferences  have  been  printed  and  copies  can  undoubtedly 
be  obtained  from  the  tax  commission,  Albany,  N.  Y.     The 
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volumes  containing  the  proceedings  are  a  valuable  contribution 
to  our  general  tax  literature. 

The  North  Dakota  State  Tax  Association  has  been  in  exist- 
ence since  1909.  Its  offices  are  at  Grand  Forks,  and  its  officers 
are  George  E.  Wheeler,  president;  Professor  James  E.  Boyle, 
secretary-treasurer.  The  total  membership  is  about  one  hun- 
dred. The  association  has  held  seven  annual  conferences  on 
taxation,  which  have  been  well  attended.  The  proceedings 
of  these  conferences  have  not  been  published,  but  the  asso- 
ciation has  issued  a  number  of  bulletins  relating  to  tax  con- 
ditions in  that  state  and  has  succeeded  in  arousing  consider- 
able interest  among  the  taxpaying  public.  The  activities  of 
the  association  have  been  largely  of  an  educational  character. 

The  Ohio  Tax  League  was  organized  in  1906.  Offices  are 
at  Cleveland,  and  its  officers  are  Wm.  0.  Mathews,  president; 
Alexander  Hadden,  secretary.  It  has  a  membership  of  ten 
thousand.  The  activities  of  the  league  have  been  of  an  edu- 
cational character.  Its  efforts  have  been  principally  devoted 
to  the  creation  of  sufficient  public  sentiment  in  favor  of  an 
amendment  to  the  state  constitution  authorizing  a  classifica- 
tion of  property. 

The  Oregon  Rational  Tax  Reform  Association,  having 
offices  at  Roseburg,  was  organized  in  1913.  The  officers  are 
C.  L.  Hawley,  president;  Robert  E.  Smith,  secretary-treasurer. 
It  has  a  membership  of  twenty-two  thousand.  The  associa- 
tion has  organized  county  taxpayers'  leagues  in  a  number  of 
the  counties  of  the  state,  and  expects  to  soon  have  such  a 
league  in  all  the  counties.  It  publishes  a  monthly  paper 
devoted  to  taxation  questions.  The  activities  of  tlie  asso- 
ciation have  been  directed  largely  to  opposing  a  single  tax 
amendment  to  the  state  constitution  and  to  matters  of  general 
tax  legislation. 

Preliminary  work  is  being  done  toward  the  organization  of 
associations  in  the  states  of  Nevada  and  New  Mexico.  Honor- 
able F.  N.  Fletcher,  of  Reno,  is  organizing  the  Nevada  asso- 
ciation, and  he  advises  me  that  he  expects  the  organization  to 
be  perfected  in  a  few  weeks.  The  organization  of  the  New 
Mexico  association  is  being  strongly  advocated  by  H.  B. 
Hening,  editor  of  the  ' '  Evening  Herald, ' '  Albuquerque.     Mr. 
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Hening  advises  me  that  Governor  McDonald  will  soon  issue  a 
call  for  a  meeting  at  the  state  university  for  the  purpose  of 
perfecting  the  organization. 

The  Tax  Revision  Association  of  Louisiana,  which  was  quite 
active  in  that  state  a  few  years  ago,  has  been  inactive  since 
1912.  I  am  advised  that  the  association  will  be  revived  and 
again  become  active.  The  offices  of  the  association  were  at 
New  Orleans,  and  it  was  headed  by  Ex-Governor  Newton 
C.  Blanchard. 

The  principal  object  of  these  various  associations  may  be 
generally  said  to  be  to  awaken  the  people  to  the  necessity 
of  taking  a  keener  interest  in  the  formulation  and  administra- 
tion of  tax  laws,  to  the  end  that  there  be  brought  about  a 
just  and  equitable  distribution  of  the  tax  burden;  also  to 
bring  about  the  highest  degree  of  economy  in  the  expenditure 
of  public  funds.  From  my  investigation  of  the  activities 
of  the  various  associations,  I  am  led  to  believe  that  much 
has  been  accomplished  toward  the  object  of  their  organization. 
There  is  much,  however,  to  be  done  before  that  standard  of 
equality  essential  to  just  and  equitable  taxation  is  reached. 
The  people  must  be  educated  to  a  proper  understanding  of 
the  tax  question  in  all  its  phases.  We  should  seek  to  instill 
into  their  minds  that  equitable  taxation  mil  follow  only  when 
honest  returns  of  property  values  are  made  to  the  tax  officers 
and  when  all  taxable  property  is  placed  upon  the  tax  rolls  at 
relatively  equal  valaue.  We  can  legislate  from  now  until 
doomsday  and  we  will  see  no  material  improvement  in  con- 
ditions, unless  the  taxpaying  public  be  first  educated  to  a 
cleaner  sense  of  the  duty  it  owes  to  government  to  contribute 
a  just  and  equitable  share  toward  its  support. 

Tax  administration  is,  in  a  measure,  a  matter  of  following 
public  sentiment.  There  are,  of  course,  exceptions,  but  as  a 
general  rule  tax  laws,  as  well  as  other  laws,  are  enforced  to 
the  degree  to  which  the  public  will  acquiesce.  Adverse  public 
sentiment  toward  an  efficient  administration  of  tax  laws,  re- 
sultant of  a  general  desire  to  evade  bearing  a  just  proportion 
of  the  tax  burden  and  a  lack  of  know^ledge  as  to  its  effect,  is 
largely  responsible  for  the  unequal  assessment  conditions, 
found  in  almost  every  assessment  unit  in  the  country.     I  dare 


398  NATIONAL  TAX  ASSOCIATION 

say  that  if  the  owners  of  taxable  property  would  exert  one- 
half  the  energy  in  aiding  the  tax  assessor  to  properly  admin- 
ister the  law  that  they  do  in  devising  schemes  for  tax  evasion^ 
improved  conditions  would  soon  follow.  How  important  then 
it  is  that  a  systematic  campaign  of  education  be  waged  in  an 
effort  to  bring  about  a  better  understanding  of  what  equitable 
taxation  means.  One  of  the  most  effective  agencies  for  mold- 
ing public  sentiment  favorable  to  just  and  equitable  taxation 
is,  I  think,  an  association  of  taxpayers  and  its  representative 
tax  conferences,  such  as  are  being  held  in  several  of  the  states 
and  such  as  is  being  held  here  to-day.  The  influence  of 
such  organizations  and  gatherings  for  righteous  tax  laws  and 
efficient  administration  cannot  be  overestimated. 

In  addition  to  the  work  of  these  state  tax  associations,  much 
good  work  has  been  done  by  several  of  our  leading  educational 
institutions  and  civic  organizations.  I  refer  particularly  to 
the  Universities  of  Indiana,  Oregon  and  Washington,  under 
whose  auspices  tax  conferences  have  been  held,  each  of  which 
were  of  the  highest  order ;  also  the  Civic  Federation  of  Chicago, 
the  Richmond  Chamber  of  Commerce,  Richmond,  Virginia, 
and  the  Ohio  State  Board  of  Commerce,  Columbus,  Ohio. 
These  organizations  are  entitled  to  much  credit  for  the  splen- 
did service  they  have  rendered  in  behalf  of  improved  tax  laws 
and  more  efficient  tax  administration.  The  tax  conference 
called  by,  and  held  last  year  under  the  auspices  of  the  Rich- 
mond Chamber  of  Commerce  was  undoubtedly  largely  re- 
sponsible for  the  recent  much-needed  revision  of  the  tax  laws 
of  Virginia.  The  Civic  Federation  of  Chicago  has  been  active 
for  years  in  behalf  of  an  amendment  to  the  state  constitution 
authorizing  a  classification  of  property,  and  has  finally  suc- 
ceeded in  getting  favorable  legislative  action.  The  Ohio  State 
Board  of  Commerce  has  for  many  years  taken  an  active  in- 
terest in  matters  of  taxation.  It  has  formulated  and  advo- 
cated several  measures  relating  to  taxation  and  revenue  in 
that  state,  and  it  is  directly  responsible  for  some  excellent 
legislation.  The  former  president  of  the  board  and  its  pres- 
ent vice-president  is  Mr.  Allen  R.  Foote,  the  esteemed  honor- 
ary president  of  the  National  Tax  Association. 

The  states  having  associations  of  tax  officers  which  meet 


STATE  TAX  ASSOCIATIONS  399 

at  intervals  for  a  discussion  of  administrative  problems,  or 
whose  tax  officers  are  called  together  by  some  central  author- 
ity, are  as  follows : 

Arizona,  California,  Colorado,  Connecticut,  Florida,  Idaho, 
Indiana,  Kansas,  Maine,  Massachusetts,  Michigan,  Minnesota, 
Montana,  New  Hampshire,  New  York,  North  Dakota,  Ohio, 
Oregon,  Rhode  Island,  South  Dakota,  Utah,  Vermont,  Wash- 
ington and  Wisconsin,  Letters  received  from  the  states  in 
which  these  meetings  of  tax  officers  are  held  show  their  bene- 
ficial character,  excerpts  from  a  few  of  which  I  quote  as 
follows : 

From  Professor  Carl  C.  Plehn,  University  of  California : 

The  most  important  association  of  the  kind  you  make  inquiry  about 
is  the  county  assessors'  association.  This  was  organized  in  1898,  and 
for  the  last  fourteen  years  has  held  annual  meetings.  These  meetings 
are  largely  attended  by  the  assessors  and  their  deputies,  and  the  pro- 
ceedings, which  often  include  some  rather  important  papers,  are  published 
by  the  state  board  of  equalization.  Although  the  assessors'  association 
is  thus  recognized  by  the  board,  it  is  a  purely  voluntary  association, 
maintained  at  the  expense  of  the  members.  The  annual  meetings  have 
been  of  the  greatest  benefit  to  the  members.  They  tend  to  foster  a 
spirit  of  professionalism  among  the  assessors. 

From  Honorable  Samuel  T.  Howe,  Chairman,  State  Tax 
Commission,  Topeka,  Kansas: 

I  think  the  meetings  which  are  held  biennially  by  the  tax  commission 
with  the  county  assessors  of  the  state  are  very  beneficial.  These  con- 
ferences are  in  the  nature  of  a  clearing  house  where  all  misunderstand- 
ings about  assessment  procedure  and  about  the  laws  which  the  county 
assessors  may  have  are  disposed  of,  and  the  result  of  these  meetings  has 
been  to  inspire  the  assessors  with  zeal  for  their  work. 

The  proceedings  of  these  meetings  of  assessing  officers  in 
Kansas  are  published,  a  reading  of  which  discloses  that  a  deep 
interest  is  taken  by  the  assessors  in  the  instructions  of  the 
tax  commission,  and  in  all  questions  discussed  relating  to 
construction  of  the  tax  laws  and  to  methods  of  administration. 

From  the  Colorado  Tax  Commission : 

Replying  to  your  letter  in  which  you  request  an  opinion  as  to  the 
results  of  the  annual  conference  of  the  tax  commission  and  county  as- 
sessors, you  are  advised  that  in  the  opinion  of  the  commission  the 
benefits  are  very  important.     A  multitude  of  questions  concerning  the 
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administration  of  the  tax  law  are  asked,  answered  and  discussed.  The 
harmony  between  the  tax  commission  and  the  assessors  is  increased  by 
these  conferences  and  in  the  three  years  that  they  have  been  held  a 
distinct  improvement  in  the  assessment  of  the  state  is  to  be  observed. 
It  would  not  be  beyond  the  fact  to  state  that  a  great  deal  more  at- 
tention is  given  to  the  work  of  assessment  as  a  result  of  these  meetings 
in  consequence  of  the  greater  responsibility  which  the  oflS.cials  in  charge 
of  the  administration  of  the  tax  law  have  come  to  feel. 

From  Hon.  Win.  B.  Fellows,  Secretary,  State  Tax  Com- 
mission, Concord,  New  Hampshire : 

It  is  the  practice  of  the  state  tax  commission  to  hold  meetings  in 
each  of  the  ten  counties  of  the  state,  during  the  month  of  March,  at- 
tended by  the  local  assessors.  The  real  purpose  of  the  meetings  are  to 
impart  information  and  to  become  mutually  acquainted.  The  uncon- 
scious antagonism  between  the  spirit  of  home  rule  and  centralized 
power  or  supervision  is  gradually  dying  out  as  a  result  of  these  meetings. 

An  association  of  local  assessors  was  organized  three  years  ago,  which 
holds  an  annual  meeting  in  December,  and  attempts  in  a  very  modest 
way  to  follow  the  procedure  of  the  National  Tax  Association;  that  is, 
papers  are  read,  local  questions  are  discussed  and  the  necessity  of  new 
legislation  considered.  It  co-operates  with  the  state  tax  commission  and 
is  found  to  be  very  helpful. 

The  meetings  called  by  the  tax  commission  and  the  voluntary  meetings 
of  the  state  association  all  tend  to  a  better  understanding  of  the 
law  of  taxation  and  its  administration.  Jealousy  between  localities  is 
less  in  evidence  and  less  is  heard  of  inequalities  in  assessments. 

From  Mr.  Charles  J.  Tobin,  law  clerk.  State  Tax  Commis- 
sion, Albany,  N.  Y. : 

I  would  call  to  your  attention  secti^^n  171-b,  of  the  tax  law  as  added 
by  chapter  317  of  the  law  of  1915.  This  section  recognizes  by  law  the 
conferences  of  assessors  once  in  two  years  and  as  the  expense  incurred 
by  the  assessors  is  made  a  charge  against  the  tax  district  which  they 
represent  rather  than  their  own  it  will  tend  towards  larger  and  better 
conferences  in  the  future.  We  feel  that  this  is  a  long  step  forward  in 
making  these  conferences  worth  while. 

Mr.  Edward  P.  Tobie,  chief  clerk,  Board  of  Tax  Commis- 
sioners, Providence,  Rliode  Island,  advises  me  that  the  legis- 
lature of  that  state  at  its  recent  session  made  an  annual  ap- 
propriation of  $200  to  meet  the  expenses  of  the  annual  con- 
ference of  the  Rhode  Island  Tax  Officials'  Association. 

This  action  of  the  legislatures  of  these  states  is  certainly  to 
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be  commended,  and  it  is  hoped  that  other  states  will  follow 
the  lead  of  New  York  and  Rhode  Island. 

From  Honorable  William  H.  Corbin,  Tax  Commissioner, 
Hartford,  Connecticut : 

The  tax  oflScials'  association  of  Connecticut,  constituted  entirely  of 
assessors  and  members  of  boards  of  relief  is  taking  a  keen  interest  in 
educating  its  members  in  reforms  concerning  the  assessment  of  property; 
has  advocated  and  been  influential  in  having  bills  introduced  before  the 
legislature  which  have  been  helpful,  and  has  created  an  interest  in 
taxation  throughout  the  state.  I  personally  feel  that  the  last  meeting 
was  the  most  successful  of  any,  the  addresses  being  very  educative. 

From  Honorable  C.  M.  Henry,  Chairman,  State  Tax  Com- 
mission, Pierre,  South  Dakota : 

During  the  1913  session  of  the  legislature  the  tax  commission  was 
created  and  subsequently  called  a  meeting  of  county  auditors  at  the 
capitol,  these  local  oflScials  having  charge  of  assessment  matters  within 
the  counties.  The  result  of  this  conference  and  subsequent  meetings  held 
by  the  individual  members  of  this  commission  with  the  county  board 
of  equalization  and  local  assessors  in  practically  every  county  of  the 
state  was  to  bring  the  total  valuation  of  general  property,  exclusive 
of  public  utility  corporations,  from  a  total  in  1912  of  $320,050,481,  up 
to  a  total  in  1913  of  $1,063,007,640.  In  1912  the  tax  levy  rate  for  all 
state  purposes  was  four  mills,  while  in  1913  it  was  but  one  mill  on  the 
dollar.  The  interest  shown  by  these  officials  and  the  information  which 
they  are  able  to  impart  to  property  owners  in  their  district  is  doing 
much  toward  bringing  everyone  to  have  a  general  knowledge  of  the  tax 
laws  of  the  state. 

The  New  England  States  have  an  association  of  'state  tax 
officials,  which  was  organized  five  years  ago.  Four  annual 
conferences  have  been  held,  attended  by  the  state  tax  officers 
of  the  New  England  States,  representatives  of  large  property 
interests,  and  also  some  local  assessors.  The  wisdom  of  ef- 
fecting this  organization  of  tax  officials  and  the  beneficial 
results  of  its  annual  conferences  is  evidenced  by  the  follow- 
ing excerpts  from  a  letter  received  from  the  secretary  of  the 
association,  Hon.  Chas.  A.  Andrews,  Deputy  Tax  Commis- 
sioner, Boston,  Massachusetts. 

The    conferences   have   without    exception,    been   very   helpful.     Each 

conference  has  lasted  two  full  days  and  one  or  two  of  them  a  part  of  the 

third  day.     With  relation  to  every  topic  taken  up,  we  have  given  ample 

time  for  discussion,  and  the  discussions  which  have  been  participated  in 
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by  representatives  of  the  various  states,  and  to  some  extent  by  repre- 
sentatives of  the  corporations,  have  been  extremely  helpful  and  as  worth 
while  as  anything  I  ever  heard  at  any  conference  of  the  National  Tax 
Association.  Our  meetings  here  in  New  England  have  been  related  very 
closely  to  the  immediate  administrative  problems  with  which  we  all  have 
to  deal,  and  no  conference  has  failed  to  give  to  all  of  us  helpful  sug- 
gestions with  relation  to  our  immediate  duties.  The  whole  business  has 
been  a  thing  of  inspiration  and  a  very  great  assistance  to  those  of  us 
■who  have  attended. 

There  can  be  no  question  that  these  meetings  of  taxing 
officials,  where  administrative  problems  are  freely  discussed, 
are  productive  of  much  good  in  that  there  is  an  apparent  im- 
provement in  administrative  methods  and  a  better  under- 
standing of  the  governing  tax  statutes.  It  is  hoped  that  those 
states  which  have  not  yet  formed  similar  organizations  will 
soon  do  so.  It  is  pertinent  here  to  renew  the  suggestion  I 
made  last  year,  at  the  Denver  conference,  to  state  tax  officers 
that  consideration  be  given  to  the  advisability  of  a  national 
organization  of  state  tax  officers,  similar  in  character  to  the 
association  in  New  England.  I  believe  a  national  associa- 
tion of  this  character,  holding  annual  conventions,  would  do 
more  than  any  other  agency  could  do  toward  a  solution  of  the 
vexed  tax  problems  with  which  many,  if  not  all,  of  the  states 
are  confronted.  The  trouble  with  our  tax  systems  is  not  so 
much  statutory  as  administrative.  No  state,  I  think,  is  suffer- 
ing to  a  great  extent  because  of  too  little  tax  legislation. 
It  is  not  new  tax  legislation  that  we  most  want,  but  a  simpli- 
fication of  the  laws  we  already  have  and  improved  methods 
of  their  administration.  In  nearly  every  state  we  find  the 
' '  tax  doctor  ' '  who,  whenever  any  tax  ill  appears  to  him,  runs 
to  the  legislature  for  a  remedy.  The  result  is  that  we  are  al- 
most constantly  enacting  new  tax  legislation,  which  becomes 
more  and  more  confusing  to  the  taxpaying  public.  Is  it  any 
wonder  that  the  people  generally  lack  the  understanding, 
that  should  be  theirs,  of  taxation  questions  when  there  is  so 
much  tinkering  with  the  laws  relating  to  assessments  and  the 
machinery  of  administration?  The  influence  of  a  national 
association  of  tax  officers  would  surely  work  for  improvement 
in  such  conditions  and  in  tax  conditions  generally.  Especially 
would  it  be  productive  of  a  higher  degree  of  administrative 
efficiency. 
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CONSTITUTIONAL  AMENDMENTS  PENDING 

DURING  1915 

]\L   MxVRKHAM   FlANNERY 
Attorney  of  the  Federal  Trade  Commission  Staff,  Washington,  D.  C. 

During  1915  important  tax  legislation  affecting  adminis- 
tration, securities,  inheritances,  incomes,  and  corporations 
was  adopted  in-  several  states.  A  number  of  constitutional 
amendments  were  proposed,  and  two  noticeable  innovations  are 
found  in  Connecticut,  where  a  state  finance  board  is  estab- 
lished, and  a  new  method  of  levying  the  state  tax  is  introduced. 

Administration.  Legislative  activity  during  1915,  in  so 
far  as  it  related  to  tax  administration,  resulted  in  both  creat- 
ing and  in  abolishing  tax  commissions ;  in  consolidating  au- 
thority in  some  instances  and  in  diffusing  it  in  others;  in 
changing  ex-officio  to  selective  tax  commissions  and  in  re- 
placing selective  tax  commissions  by  ex-officio  commissions. 

Tax  commissions  were  created  in  South  Carolina  and  New 
Mexico,  and  abolished  in  Idaho  and  Montana.  The  law 
creating  the  tax  commission  in  New  Mexico  is  peculiar  in  that 
it  provides  for  remuneration  of  its  members  on  a  per-diem 
basis  limited  to  90  days  in  each  year.  The  South  Carolina 
law  is  far  more  progressive  in  spirit  in  that  it  provides  for  an 
annual  salary,  and  fixes  the  terms  of  office  at  six  years,  there- 
by giving  greater  opportunity  and  encouragement  for  higher 
efficiency  in  tax  administration. 

Probably  the  most  interesting  administrative  changes  oc- 
curred in  New  York  and  New  Jersey.  New  York  this  year 
abolished  the  former  state  tax  commission  and  created  a 
state  tax  department,  headed  by  a  new  state  tax  commission. 
The  new  tax  commission  consists  of  three  members,  who  are 
given  broad  supervisory  and  directive  authority  over  local 
assessments  and  are  required  to  determine  the  various  state 
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corporation  taxes,  which  duty  was  formerly  performed  ex- 
officio. 

One  board  in  New  Jersey  is  now  charged  with  duties  form- 
erly performed  by  two,  namely,  the  state  board  of  assessors, 
which  assessed  the  local  public-service  franchise  and  various 
state  corporation  taxes;  and  the  board  of  equalization  of 
taxes,  which  had  charge  of  local  assessments,  were  consoli- 
dated under  the  title,  "  State  Board  of  Taxes  and  Assess- 
ments. ' ' 

A  movement  in  a  somewhat  opposite  direction  is  found, 
however,  in  Washington,  where  an  important  part  of  the  duty 
of  the  tax  commission,  as  members  of  the  state  board  of 
equalization,  was  to  equalize  assessments  among  counties  and 
to  fix  the  amount  of  state  tax  to  be  contributed  by  each.  The 
tax  commissioners  were  relieved  from  duty  on  this  board  and 
other  state  officials  designated  instead. 

Virginia  created  an  ex-officio  "  State  Advisory  Board  "  to 
exercise  general  advisory  powers  over  the  newly  created  local 
boards  of  review,  the  assessors,  and  commissioners  of  re- 
venue. The  local  boards  of  review  have  equalizing  power 
over  local  assessments. 

Nevada  has  taken  a  step  opposite  to  the  general  trend  by 
supplanting  its  tax  commission,  which  was  composed  of  two 
selected  members  and  one  ex-officio  member,  with  a  tax  com- 
mission composed  of  four  cx-officio  members  and  one  selected 
member.  The  broad  power  which  formerly  permitted  the 
commission  to  establish  a  valuation  throughout  the  state  on 
all  property  which  in  its  judgment  could  be  more  uniformly 
assessed  by  it,  has  been  limited  to  specific  subjects  of  taxation. 

North  Carolina  has  revived  its  former  system  of  having 
the  state  commission  appoint  a  county  assessor  in  each 
county.  The  supervision  of  the  commission  over  assessors  is 
rather  complete,  and  disagreements  between  the  board  and 
its  assessors  are  referred  to  county  boards  of  equalization. 
In  the  appointment  of  and  supervision  over  assessors,  the 
system  revived  by  North  Carolina  is  similar  in  some  respects 
to  the  system  which  Ohio  has  this  year  abolished.  Under  the 
system  abolished  by  Ohio  the  tax  commission  appointed  the 
district,  or  county,  assessor,  who  in  turn  appointed  his  as- 
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sistants,  or  local  assessors.  The  tax  commission  also  ap- 
pointed county  boards  of  complaints,  which  were  charged 
with  the  duty  of  equalizing  the  property  valuations  in  the 
county.  In  lieu  of  this  the  state  returned  to  the  old  system 
of  requiring  the  county  auditor  to  act  as  county  assessor, 
and  of  electing  local  assessors.  The  county  board  of  com- 
plaints is  replaced  by  a  county  board  of  equalization,  the 
members  of  which  are  appointed  by  certain  county  officials. 

The  Ohio  Tax  Commission,  however,  retains  a  fair  degree 
of  control  over  the  entire  assessing  system  of  the  state  through 
its  supervision  of  assessments  by  county  auditors,  through  its 
power  of  approval  of  appointments  of  members  of  county 
boards  of  equalization  accompanied  with  authority  to  remove 
them  from  office,  and  through  its  appellate  jurisdiction  over 
the  official  actions  of  such  boards.  To  the  commission's  gen- 
eral powers  of  equalization  has  been  added  the  duty  of 
examining  the  assessments  of  the  capital  stock  of  all  banking 
corporations  with  power  to  increase  or  decrease  them. 

The  powers  and  duties  of  tax  commissions  of  several  other 
states  have  also  been  slightly  broadened. 

In  South  Dakota  the  tax  commission  is  authorized  to  order 
reassessments ;  in  Oregon  tax  officials  are  required  to  submit 
to  the  tax  commission  for  its  interpretation  all  questions 
relating  to  the  construction  of  tax  laws;  and  in  Indiana  a 
corrective  measure  was  adopted  which  gives  the  tax  commis- 
sion authority  to  prefer  charges  against  assessors. 

The  powers  of  the  Wyoming  State  Board  of  Equalization 
were  materially  increased.  Formerlj-  the  powers  of  this 
board  were  limited  to  equalizing  real  property  among  the 
counties.  It  now  may  increase  or  decrease  by  a  per-centum 
the  assessed  valuation  of  all  or  any  class  of  property  in  any 
county  and  no  assessment  is  final  until  the  board  has  acted 
thereon. 

In  Illinois  county  assessors  and  their  deputies  are  required 
to  assemble  each  year  for  consultation  and  instruction. 

Securities.  The  repeal  of  the  New  York  "  Secured  Debts 
Tax  Law  "  takes  effect  November  1,  1915.  It  was  amended, 
however,  so  as  to  allow  a  five-year  exemption  between  May 
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1st  and  November  1st,  1915.  In  other  words,  the  perpetual 
exemption  feature  of  this  law  does  not  now  apply  to  ' '  secured 
debts  "  upon  which  the  fee  was  not  paid  prior  to  May  1,  1915, 
but ' '  secured  debts  ' '  offered  for  registration  between  May  1st 
and  the  date  its  repeal  becomes  effective  may  be  exempted 
for  a  period  of  five  years  upon  the  payment  of  a  single  fee 
equal  to  three-fourths  of  one  per  cent  of  their  face  value. 

"  Secured  debts  laws  "  were  also  amended  in  two  other 
states.  In  Michigan  the  law  was  extended  so  as  to  include 
state,  county,  and  municipal  bonds  of  other  states;  and  in 
Massachusetts  so  as  to  provide  penalties  for  fraudulent  use, 
counterfeiting,  removing,  or  failing  to  attach  adhesive  stamps, 
to  provide  for  the  keeping  of  more  explicit  accounts  of  sales, 
transfers,  etc.,  and  to  correct  certain  minor  administrative 
details. 

Stock  Transfer  Taxes.  Pennsylvania  has  this  year  adopted 
New  York's  stock  transfer  tax,  the  legislature  enacting 
a  law  imposing  a  tax  at  the  rate  of  two  cents  on  each 
$100  value  of  all  stock  transferred.  Massachusetts,  which 
also  followed  New  York  in  this  respect  in  1914,  has  amended 
its  stock  transfer  tax  so  as  to  compel  the  payment  of  the  tax 
by  the  person  making  the  sale  or  transfer. 

Mortgages.  Kansas  passed  a  mortgage  registration  law  at 
the  1915  session  of  the  legislature,  which,  however,  has  been 
judicially  declared  in  violation  of  the  uniformity  clause  of 
the  state  constitution.  The  court,  in  rendering  its  decision 
in  this  case  pointed  out  that  the  present  method  of  taxing 
mortgages  was  unsatisfactory  because  of  the  belief  that  taxa- 
tion of  mortgages  was  in  effect  double  taxation,  that  it  was 
productive  of  tax  evasion,  and  that  in  parts  of  the  state  the 
advalorem  tax  on  mortgages  took  371/2  per  cent  of  the  in- 
come of  six  per  cent  mortgages,  and  45  per  cent  of  the  income 
of  five  per  cent  mortgages.  The  opinion  recites  that  in  28 
states  real-estate  mortgages  were  taxed  as  personal  property, 
in  six  states  as  an  offset  in  real  estate,  in  five  states  by  means 
of  so-called  registry  taxes,  and  in  nine  states  they  were  en- 
tirely exempt.  The  court  further  stated  that  the  registration 
fee  charged  was  compulsory  and  therefore  could  not  be  con- 
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sidered  a  tax  upon  the  privilege  of  using  the  registry  sys- 
tem of  the  state.  It  was  compulsory  because  if  the  tax  was 
not  paid  the  mortgage  ceased  to  be  enforceable.  The  regis- 
tration fee  is,  therefore,  a  property  tax  upon  the  mortgage 
itself,  and  as  such  is  not  uniform  with  a  tax  on  other  property. 

The  New  York  mortgage  recording  tax  was  amended  so  as 
to  provide  for  the  refund  of  taxes  paid  under  the  mortgage 
recording  tax  when  the  mortgage  has  been  discharged  with- 
out any  advancement  having  been  made. 

A  Vermont  law  exempts  from  taxation  money  loaned  within 
the  state  at  not  exceeding  five  per  cent,  secured  on  real  estate 
or  personal  property,  and  ordinary  charges  or  book  account 
representing  the  purchase  price  of  tangible  personal  property 
on  which  no  interest  is  charged.  The  act  also  provides  an 
offset  for  debts,  as  in  the  old  law. 

In  Ohio  bank  deposits  are  included  among  credits  from 
which  a  taxpayer  may  substract  his  debts  in  returning  prop- 
erty for  taxation.  The  Alabama  statute  taxing  solvent  credits, 
except  those  subject  to  the  mortgage  recording  tax,  has  been 
repealed. 

Low  Uniform.  Rate.  North  Dakota  seems  to  be  the  only 
state  which  this  year  has  adopted  a  low  uniform  rate  measure. 
This  measure  provides  for  the  taxation  of  moneys  and  credits, 
except  moneys  and  credits  belonging  to  incorporated  banks,  at 
two  mills  on  each  dollar  of  fair  cash  value  thereof. 

Inheritance  Taxes.  That  there  is  truth  in  the  oft-repeated 
statement  that  the  west  is  not  in  harmony  with  the  east  in  the 
matter  of  taxing  the  estates  of  non-resident  decedents  is  borne 
out,  in  part  at  least,  by  the  legislative  enactments  of  this  year 
in  Arkansas  and  Oklahoma.  The  western  theory,  so  to  speak, 
is  probably  typified  in  the  Wisconsin  law  which  makes  no 
exceptions  with  respect  to  such  intangible  property,  but  levies 
the  tax  on  a  proportionable  basis.  The  eastern  theory  may 
likewise  be  said  to  be  typified  in  the  Massachusetts  laAV  Avhich 
taxes  only  the  real  estate,  or  interests  therein,  belonging  to 
estates  of  non-resident  decedents.  With  certain  modifications 
the  new  inheritance  tax  laws  of  Arkansas  and  Oklahoma  have 
followed  the  Wisconsin  law,  while  the  trend  indicated  hy  the 
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New  Hampshire  and  Vermont  amendments  is  decidedly  to- 
wards the  Massachusetts  law.  To  the  above  statement,  how- 
ever, New  York  has  proven  a  notable  exception.  This  state, 
the  first  to  enact  legislation  in  accordance  with  the  eastern 
theory,  has  this  year  abandoned  it  for  the  western  theory,  al- 
though the  peculiar  exemptions,  which  include  stock  held  by 
the  estates  of  non-resident  decedents  in  all  classes  of  important 
corporations,  makes  classification  in  this  respect  most  difficult. 

The  Arkansas  law  taxes  the  estates  of  non-resident  de- 
cedents on  shares  of  stock  and  bonds  of  all  domestic  corpor- 
ations, and  on  that  proportion  of  the  value  of  such  property 
held  in  foreign  corporations  which  the  physical  property 
located  in  the  state  bears  to  the  total  physical  property  where- 
ever  located. 

The  Oklahoma  law,  which  ' '  applies  to  tangible  property  in 
the  state,"  is  peculiar,  in  that  the  proportional  taxation  of 
intangible  property  belonging  to  estates  of  non-resident  dece- 
dents is  brought  within  the  scope  of  the  law  by  defining  in- 
tangible as  tangible  property.^  The  rates  of  this  law  approxi- 
mate the  average  of  those  in  force  in  Massachusetts  and 
New  York. 

The  new  Kansas  law  follows  somewhat  the  Massachusetts 
law,  except  for  the  absence  of  the  reciprocity  clause  and  the 
taxation  of  shares  held  by  the  estates  of  non-resident  decedents 
in  domestic  corporations.     The  only  variation  from  this  ex- 

1  The  definition  of  tangible  property,  as  given  in  the  inheritance  tax 
law,  includes  shares  of  stock,  bonds,  indebtedness  of  or  pecuniary  interest 
in  the  property  of  any  domestic  or  foreign  corporation,  association,  or 
joint  stock  company,  or  trusts,  whose  ownership  is  held  or  represented 
by  shares  engaged  solely  in  interstate  commerce  or  business  done  within 
this  state,  and  that  proportion  of  the  value  of  the  property  represented 
by  the  stock,  bonds,  etc.,  of  any  domestic  or  foreign  corporation  *  *  *  ^ 
or  trusts,  whose  ownership  is  held  or  represented  by  shares  engaged  in 
interstate  or  intrastate  commerce,  plus  that  proportion  of  such  business 
done  or  property  employed  in  this  state  in  interstate  commerce,  bears  to 
the  total  business  done  or  property  employed.  The  proportion  of  the 
value  of  stocks,  bonds,  indebtedness,  etc.,  of  transportation  and  trans- 
mission corporations,  shall  be  deemed  tangible  as  the  sum  of  the  lines  in 
this  state  bears  to  the  entire  distance  of  the  lines  operated  by  the  cor- 
poration, the  shares,  etc.,  being  deemed  to  have  a  situs  in  this  state  for 
the  purposes  of  the  act. 
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ception  is  that  where  shares  are  held  by  the  estate  of  a  non- 
resident decedent  in  a  domestic  railroad  corporation,  which 
corporation  also  is  incorporated  in  another  state,  the  tax  com- 
mission divides  the  value  of  the  shares  according  to  the 
mileage  of  the  railroad  in  the  states,  respectively.  The  rate 
of  interest  to  be  used  in  connection  with  the  American  ex- 
perience table  is  5  per  cent. 

The  New  Hampshire  law  formerly  provided  for  the  pro- 
portionate taxing  of  shares  of  stock  of  non-resident  decedents 
of  railroad,  telegraph,  and  telephone  companies  in  corpora- 
tions incorporated  in  both  New  Hampshire  and  some  other 
state.  This  provision  has  been  stricken  out,  and  in  lieu 
thereof  the  law  now  provides  that  all  real  estate  within  the 
state  or  any  interest  therein  of  non-resident  decedents  shall 
be  taxed. 

The  reciprocal  clause  has  been  stricken  from  the  Vermont 
law,  and  it  seems  that  no  transfer  taxes  are  now  payable  on 
bank  deposits  and  shares  of  stock  in  Vermont  corporations 
held  by  non-resident  decedents. 

Connecticut  also  has  a  new  inheritance  tax  law,  in  effect 
May  19th,  which,  when  compared  with  the  former  law  pro- 
vides smaller  exemptions  and  higher  rates. 

South  Dakota  re-enacted  its  inheritance  tax  law  and  fol- 
low^ed  the  Wisconsin  law  in  certain  particulars. 

The  rates  of  the  inheritance  tax  in  California  have  been  gen- 
erally increased.  It  has  also  been  amended  in  other  particu- 
lars, namely,  so  as  to  provide  for  the  fixing  of  compensation 
of  inheritance  tax  inspectors  by  the  supreme  court  and  the 
state  comptroller.  Formerly,  such  compensation  was  limited 
to  $5.00  a  day.  Additional  attorneys,  searchers  of  record,  and 
other  assistants  have  been  provided  for  the  inheritance  tax 
department.  To  make  a  valid  probate  appraisement  under 
the  amendment  when  action  is  taken  by  only  two  of  three 
appraisers  appointed  by  the  court,  one  of  the  two  persons  so 
acting  must  be  an  inheritance  tax  appraiser.  A  new  section 
is  added  which  imposes  a  tax  on  any  interest  in  property 
whereby  right  of  survivorship  is  created  without  valuable  con- 
sideration. A  further  change  makes  it  possible  to  secure 
bond  where  there  is  a  contingent  tax  arising  upon  real  estate 
as  well  as  upon  personal  property. 
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Amendments  varying  in  degrees  of  importance  relating  to 
administrative  details,  procedure,  rates,  collections,  etc.,  have 
been  made  to  the  inheritance  tax  laws  of  Massachusetts,  New 
Jersey,  Illinois,  Missouri,  Nebraska,  North  Carolina,  and 
Tennessee. 

Taxation  of  Corporations.  The  most  important  laws  of  the 
present  year  affecting  the  methods  of  taxing  corporations 
were  passed  by  Virginia,  Connecticut,  West  Virginia,  and 
California. 

Virginia  has  this  year  revised  its  tax  laws  by  adopting  what 
may  be  called  a  partial  separation  of  sources  system.  The 
subjects  of  taxation  which  seemed  to  be  reserved  solely  for 
state  purposes  are  special  taxes  on  railroad,  canal,  express, 
car,  telegraph,  telephone,  steamboat,  and  insurance  companies, 
uniform  taxes  of  20  cents  on  money,  of  65  cents  on  other  in- 
tangible property,  and  of  $1.60  on  rolling  stock  of  steam 
railroads,  and  a  direct  tax  of  10  cents  for  school  purposes  on 
the  general  mass  of  property,  including  property  of  corpor- 
ations paying  special  taxes.  The  intangible  property,  except 
money,  is  subject  also  to  a  local  tax  rate  limited  to  30  cents. 
The  taxes  on  money  and  rolling  stock  are  in  lieu  of  all  other 
taxes. 

A  number  of  changes  were  also  made  in  the  rates  and 
methods  of  taxation  applicable  to  corporations. 

The  rate  of  the  gross  receipts  state  franchise  tax  on  steam 
and  electric  railroad  and  canal  companies  was  increased  from 
1  to  lyg  per  cent.  The  state  privilege  tax  on  express  com- 
panies was  changed  from  a  mileage  tax  of  $6.00  per  mile  to  a 
gross  receipts  tax  of  I14  per  cent  on  intrastate  receipts  and 
the  mileage  proportion  of  interstate  receipts.  The  mileage 
tax  on  sleeping-car  companies  was  increased  from  $2  to  $3 
per  mile.  Freight  car  companies  were  made  taxable  on  their 
property,  and  in  addition  a  4  per  cent  gross  receipts  privilege 
tax  was  imposed.  The  privilege  tax  on  steamship  companies 
was  changed  from  i/^  of  1  per  cent  on  intrastate  gross  re- 
ceipts, to  lYg  per  cent  on  intrastate  and  the  proportion  of 
interstate  gross  receipts.  The  deduction  formerly  allowed  in 
assessing  the  capital  stock  of  banks,  trust  and  security  com- 
panies for  the  personal  indebtedness  of  the  individual  stock- 
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holders  does  not  appear  in  the  new  law,  but  no  change  is  made 
in  the  35-cent  rate  of  the  state  tax,  and  the  local  rate  on  the 
capital  stock  is  limited  to  $1.15. 

Localities  are  forbidden  to  levy  any  license  taxes  on  insur- 
ance companies.  The  state  license  tax  on  gross  premiums  of 
fire,  health,  livestock,  and  certain  other  insurance  companies, 
was  raised  from  1%  to  2%  per  cent;  and  of  life-insurance 
companies  from  1-4  10  to  214  per  cent. 

Connecticut  has  passed  an  act  which  provides  for  the  taxa- 
tion of  railroad,  water,  gas,  electric  and  power  companies  on 
the  basis  of  gross  earnings,  and  manufacturing  and  mercantile 
corporations  on  the  basis  of  net  income.  The  latter  tax  will 
be  based  on  the  returns  required  by  the  federal  government. 
Another  act  provides  for  the  payment  of  a  tax  on  the  sav- 
ings deposits  in  national  banks.  While  these  deposits  have 
always  been  taxable  to  the  individual,  it  is  now  provided  that 
the  bank  may  elect  to  pay  the  tax,  which  tax  exempts  the 
individual  stockholder  on  such  deposits. 

West  Virginia  increased  its  charter  tax  and  imposed  an 
excise  tax  ot  y2  oi  1  per  cent  on  the  incomes  of  corporations. 
The  last  named  tax  is  not  effective  until  1916.  The  state 
levy  was  also  increased  from  10  to  14  cents. 

California,  to  make  good  losses  of  revenue  occasioned  by 
the  repeal  of  the  poll  tax,  and  for  other  reasons,  has  this  year 
restored  the  "  Corporation  License  Tax,"  repealed  in  1913, 
and  has  increased  the  rates  of  special  taxes  applicable  to 
railroad,  street  railway,  telegraph,  telephone,  gas  and  electric 
companies,  and  on  banks  and  franchises.  It  reduced,  however, 
the  rates  on  car,  express  and  insurance  companies. 

An  act  of  the  Vermont  legislature  reduced  the  rate  of 
taxation  for  state  purposes  on  express  companies  from  $20 
to  $16  a  mile. 

Vermont,  Rhode  Island,  and  Massachusetts  changed,  in 
minor  particulars,  existing  laws  relating  to  banks  and  trust 
companies. 

Minor  changes  were  made  in  the  Delaware  law  with  respect 
to  determining  the  amount  on  which  the  gross  premium  tax  is 
imposed  on  foreign  insurance  companies. 

In  Ohio,  personal  property  of  individuals,  firms  and  cor- 
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porations  doing  business  in  more  than  one  taxing  district  is 
made  apportionable  between  the  respective  districts.  Such 
property  of  industrial  corporations  doing  business  in  more 
than  one  county  is  made  assessable  and  apportionable  by  the 
tax  commission.  Moneys  and  credits  pertaining  especially 
to  a  separate  business  are  assessed  therewith,  but  other  moneys 
and  credits  are  deemed  to  be  located  at  the  principal  place  of 
business  of  the  company.  Fire-insurance  companies  are  now 
taxed  on  net  instead  of  gross  premiums. 
.  An  Illinois  act  provides  that  personal  property  of  fraternal 
and  beneficiary  societies,  except  those  organized  under  the 
laws  of  the  state,  shall  be  listed  and  assessed  where  the  busi- 
ness is  carried  on.  Taxes  are  levied  on  the  residue,  after 
deducting  from  the  gross  assets  the  value  of  real  estate  and 
other  personal  property  otherwise  taxed,  the  net  value  of  the 
benefit  certificates,  and  all  other  liabilities. 

In  Minnesota  certain  domestic  mutual  fire-insurance  com- 
panies are  required  to  pay  the  state  a  tax  of  2  per  cent  on 
gross  preimums. 

Montana's  law  relating  to  the  taxation  of  state  and  national 
banks  was  amended  so  that  surplus  and  undivided  profits  are 
now  added  to  the  face  value  of  shares  for  assessment  purposes, 
and  the  bank  is  made  the  agent  of  the  state  for  the  purpose 
of  collecting  the  tax  due  from  stockholders.  All  domestic 
insurance  companies  are,  according  to  the  1915  law,  taxed 
upon  their  real  and  personal  property  at  the  same  rate  and 
in  the  same  manner  as  other  property  is  taxed,  after  deduct- 
ing: local  reserve;  assets  not  deemed  as  such  by  the  state; 
and  debts  and  liabilities  owned  by  such  companies.  Presum- 
ably to  encourage  investment  in  the  state  by  insurance  com- 
panies, the  law  is  amended  so  as  to  provide  that  when  any 
insurance  company  has  50  per  cent  of  its  capital  stock  in- 
vested in  Montana  securities,  it  will  be  allowed  to  deduct  what- 
ever tax  it  may  have  paid  from  the  amount  due  on  initial 
license  fees  imposed  on  insurance  companies. 

In  Nebraska  banks  are  now  prohibited  from  deducting  the 
value  of  mortgages  from  capital  stock  listed  for  taxation. 

In  Idaho  provision  was  made  for  the  apportionment  of  the 
assessments   of   the   operating  property   of   electric   current 
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transmission  lines  to  the  counties  and  districts  in  which  the 
different  properties  are  situated,  and  for  the  apportionment 
of  the  assessment  of  lines  on  a  mileage  basis. 

In  Utah  the  rates  of  the  annual  license  tax  on  domestic  and 
foreign  corporations  were  doubled. 

Nevada  changed  its  law  relating  to  the  assessment  of  banks, 
so  that  not  only  the  value  of  real  estate  is  deducted,  but  also 
the  value  of  mortgages  and  deeds  of  trust  on  which  the  bank 
has  paid  taxes  or  authorized  the  assessment  in  name. 

Oregon  reduced  by  50  per  cent  the  capital  stock  tax  or 
annual  license  fee  as  applied  to  co-operative  associations. 

Tennessee  increased  the  lump-sum  privilege  tax  on  sleeping 
car  and  news  companies. 

Oklahoma  adopted,  in  lieu  of  the  general  property  tax,  a 
gross  receipts  tax  on  transportation  and  transmission  com- 
panies, except  steam  railroads,  street  railways,  parlor,  sleep- 
ing-cars, pipe  line,  and  telephone  companies,  doing  an  inter- 
state business. 

Mines.  The  Michigan  act  of  1911,  which  provided  for  the 
separate  assessment  of  mineral  rights  and  reservations  in  real 
property  to  the  owner  thereof,  was  repealed. 

In  Nevada  minor  changes  were  made  in  the  law  requiring 
patented  mines  to  be  assessed  at  not  less  than  $500  except 
when  $100  in  labor  has  been  performed  during  the  year. 

The  New  Mexico  State  Tax  Commission  is  required  to  assess 
annually  the  net  value  of  the  output  of  mines,  and  to  certify 
the  assessment  to  the  counties  where  it  is  subject  to  taxation 
as  other  property.  This  assessment  is  in  lieu  of  the  assess- 
ment of  the  value  of  the  minerals  in  such  mines  and  of  the 
mining  land,  and  also  of  contiguous  lands  held  for  future  ex- 
tension, but  not  in  lieu  of  improvements,  structures  or  ma- 
chinery placed  upon  the  mines  or  used  in  connection  there- 
with. Nonproductive  mining  claims  or  mineral  lands  are  as- 
sessed upon  their  value  in  addition  to  the  surface  value.  If 
owned  separately  from  the  surface  they  are  assessed  and  taxed 
separately. 

In  Oklahoma  a  gross  production  law  was  passed  by  the  1915 
legislature  providing  for  a  tax  of  2  cents  on  the  gross  pro- 
duction of  oil  and  gas,  and  exempting  from  other  forms  of 
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taxation  such  machinery  and  equipment  as  is  used  in  actual 
operation  of  the  oil  or  gas  wells.  Other  minerals,  such  as 
lead,  zinc,  asphalt,  etc.  are  taxed  on  the  basis  of  I/2  of  1  per 
cent,  but  this  does  not  eliminate  the  machinery,  etc.  from 
advalorem  taxation.  The  yield  from  this  tax  is  estimated  at 
about  $1,200,000,  one-half  of  which  is  returned  to  the  county 
from  which  the  tax  originated  and  is  to  be  used  for  the  benefit 
of  common  schools.  This  law  is  now  being  contested  in  the 
supreme  court. 

Income  Taxation.  Income  taxation  was  important  in 
Oklahoma,  Wisconsin,  and  West  Virginia. 

The  income  tax  of  Oklahoma  is  similar  to  the  federal  in- 
come tax.  It  applies  to  both  residents  and  non-residents. 
Every  person  amenable  thereto  is  required  to  make  an  annual 
report  to  the  state  auditor.  Incomes  from  a  number  of 
sources  are  specifically  mentioned  in  the  law  but  the  de- 
finition includes  all  incomes  derived  from  any  source  except 
such  as  may  be  exempt  from  taxation  under  the  laws  of  the 
United  States  or  the  State  of  Oklahoma,  Exemptions  under 
the  income  tax  include  necessary  expenses  in  the  conduct  of 
any  business,  interest  paid  within  a  year  on  indebtedness, 
taxes  paid  except  those  of  a  local  nature,  losses  sustained 
during  the  year  unless  compensated  by  insurance  or  other- 
wise, debts  due  the  taxpayer  that  are  charged  off  during  the 
year,  and  wear  and  tear  not  exceeding  5  per  centum.  There 
is  also  an  exemption  of  $300  for  a  single  person,  and  the  rates 
are  graduated  from  ten  mills  on  the  first  $10,000,  to  50  mills 
on  all  amounts  in  excess  of  $50,000.  Married  men  are  al- 
lowed an  exemption  of  $1,000,  and  an  additional  exemption 
of  $300  for  each  child  under  the  age  of  18  years.  A  great 
many  compromises  are  said  to  have  been  made  prior  to  the 
passage  of  this  law,  and  consequently  it  follows  no  par- 
ticular model. 

The  income  tax  of  Virginia  was  slightly  amended  by  re- 
ducing the  limit  of  exemption. 

Wisconsin  exempted  co-operative  companies  from  income 
tax  on  "overrun"  or  earnings  distributed  in  accordance  with 
patronage,  and  taxes  such  payments  to  the  patrons.  Insurance 
money  received  by  beneficiaries  is  also  exempted  from  the 
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operation  of  the  income  tax,  but  payments  on  endowment 
policies  are  taxed  to  the  insured  in  the  amount  of  the  excess 
received  over  the  amount  paid  for  the  insurance.  The  law 
is  clarified  with  respect  to  the  division  of  the  income  tax 
between  the  state,  the  counties,  and  the  localities.  The  ori- 
ginal law  was  ambiguous  in  this  regard  and  the  interpreta- 
tion of  the  commission  was  overruled  by  the  supreme  court. 
The  law  establishes  the  original  interpretation  of  the  com- 
mission as  the  basis  for  the  method  of  distribution.  A  bill 
to  reorganize  the  tax  commission  and  abolish  the  central  ad- 
ministration of  tax  laws,  particularly  the  income  tax,  was 
finally  defeated  in  the  assembly.^ 

State  Finance  Board  and  Method  of  State  Taxation. 
Probably  the  most  interesting  feature  of  1915  tax  legislation 
was  the  favorable  action  taken  by  the  Connecticut  assembly 
on  a  recommendation  first  made  in  1910  by  Hon.  W.  H. 
Corbin,  of  the  Connecticut  Tax  Commission,  for  the  establish- 
ment of  a  finance  board.  This  board  is  composed  of  13 
members.  Three  are  citizen  members,  appointed  by  the  gov- 
ernor. Three  are  state  officials,  and  seven  are  members  of  the 
senate  and  house  of  representatives.  This  board  will  act  as 
a  budget  committee  prior  to  meetings  of  the  legislature  and 
as  an  appropriation  committee  during  legislative  sessions. 
All  appropriations  will  be  referred  to  this  board  and  its  recom- 
mendations will  be  reported  to  the  different  branches  of  the 
legislature  for  action.  It  is  similar  in  constituency  to  the 
finance  board  of  the  city  of  Hartford  and  of  other  American 
cities.  It  is  probably  the  only  state  board  of  the  kind  in 
this  country. 

Another  noteworthy  feature  of  this  year's  tax  legislation  is 
Connecticut's  new  method  of  levying  state  taxation  whereby 
the  amount  to  be  paid  by  the  different  towns  has  nothing  to 
do  with  the  rate  on  general  property.  The  stipulated  amount 
for  this  year,  $1,750,000,  is  to  be  apportioned  to  the  different 
towns  for  payment  on  the  basis  which  the  amount  collected 
by  taxation  from  all  taxing  units  in  each  township,  as  aver- 
aged for  3  years  last,  bears  to  the  total  amount  so  collected 
in  all  of  the  townships  in  the  state  as  averaged. 

1  The  West  Virginia  tax  on  incomes  of  corporations  is  noted  under 
the  heading  "  Taxation  of  Corporations." 
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Exemptions.  Exemptions  have  been  made  in  Maine  with 
respect  to  cattle,  and  in  Maine,  Illinois,  and  Washington  with 
respect  to  charitable,  religious,  and  other  benevolent  organ- 
izations ;  with  respect  to  war  veterans  in  Vermont  and  Idaho ; 
with  respect  to  manufacturing  plants  in  Oklahoma  and  ma- 
chinery in  one  city  of  Pennsylvania,  namely,  Philadelphia; 
with  respect  to  credit  unions  in  Oregon,  and  farm  land  banks 
and  volunteer  militia  property  in  Massachusetts;  and  with 
respect  to  fruit  and  nut-bearing  trees  and  grapevines  in 
Idaho.  In  Iowa  bonds  of  municipal  and  drainage  corpor- 
ations of  other  states  are  specifically  stated  to  be  taxable. 

Constitutional  Amendments.  Constitutional  amendments 
during  the  past  twelve  months  intended  to  provide  for  the 
classification  of  property  for  taxation  purposes  have  been 
adopted  in  New  Mexico  and  North  Dakota ;  rejected  in  Kansas, 
Nebraska,  North  Carolina,  Ohio  and  Oregon;  and  are  now 
pending  in  California,  Kentucky,  Maryland,  Massachusetts, 
Illinois,  South  Dakota  and  Utah. 

The  pending  amendment  in  Kentucky  ^  is  particularly  in- 
teresting inasmuch  as  a  similar  amendment  had  last  year 
received  a  signal  indorsement  of  the  people,  a  majority  vote 
of  30,000,  but  through  failure  of  the  secretary  of  state  to 
publish  a  notice  ninety  days  before  the  election,  as  required 
by  the  constitution,  the  court  of  appeals  declared  the  election 
void.  This  it  seems  is  particularly  unfortunate  for  Kentucky, 
restricted  as  she  is  by  her  constitution  to  the  general  property 
system  and  leaving  no  discretion  with  the  legislature  to  adopt 
equitable  tax  measures. 

Amendments  proposed  by  the  1913  legislatures  providing 
for  the  classification  of  property  in  Iowa  and  Indiana,  and 
for  exemption  from  local  taxation  of  designated  classes  of 
property  in  Wisconsin  (the  "  home  rule  amendment  "), 
failed  to  receive  the  approval  of  the  1915  legislatures,  and 
therefore  will  not  be  submitted  to  the  voters. 

Other  important  proposed  amendments  voted  on  and  ap- 
proved at  the  1914  elections  were:  In  California,  repealing 
the  state  poll  tax,  exempting  vessels  for  a  limited  time,  and 

1  This  amendment  was  ratified  at  the  November  election. 
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exempting  certain  educational  institutions;  in  Colorado,  au- 
thorizing the  state  board  of  equalization  to  equalize  property 
within  counties  and  prohibiting  it  from  making  original  as- 
sessments; in  Louisiana,  exempting  from  taxation  all  money 
in  hand  or  deposit,  exempting  from  taxation  for  10  years 
from  date  of  completion  the  capital  stock,  franchises,  and 
property  of  all  corporations  constructing,  owning,  and  oper- 
ating within  the  state  a  combined  system  of  irrigation,  navi- 
gation and  hydroelectric  power,  provided  that  not  less  than 
$3,000,000  shall  have  been  expended  in  the  construction, 
requiring  foreign  banking  corporations  to  pay  a  yearly  license 
tax  of  $250  to  the  state  and  a  like  tax  to  the  municipality  or 
parish,  and  a  state  tax  of  2i^  per  cent  on  gross  interest  earned 
or  money  loaned  and  a  like  tax  for  municipal  or  parochial 
purposes. 

Constitutional  amendments  rejected  at  1914  elections  WQre 
intended :  In  Arizona,  to  authorize  the  state  to  borrow  money 
for  state  highways  and  for  the  reclamation  of  arid  lands;  in 
California,  to  authorize  counties  and  localities  to  exempt  im- 
provements, shipping  or  other  classes  of  personal  property, 
except  franchises;  in  Michigan,  to  authorize  issues  of  bonds 
for  public  roads  and  county  bonds  for  drainage ;  in  Minne- 
sota, to  authorize  a  bounty  for  forest  tree  cultivation  and  to 
permit  a  special  tax  on  dogs ;  in  Missouri,  to  prohibit  the 
use  of  initiative  and  referendum  for  single  tax  measures,  to 
authorize,  for  the  purpose  of  building  and  maintaining  public 
roads,  a  state  tax  levy,  state  bonds  issues,  and  road  district 
special  levies;  in  Ohio,  to  establish  a  maximum  tax  rate  and 
permit  exemption  of  mortgages ;  in  Oregon,  to  authorize  state 
indebtedness  for  irrigation  purposes,  to  exempt  improvements 
and  personal  property  to  the  extent  of  $1500,  and  to  establish 
an  additional  tax  on  landholdings  of  greater  assessed  value 
than  $25,000;  in  South  Dakota,  to  authorize  district  special 
levies  for  irrigation  purposes ;  and  in  Wisconsin,  to  authorize 
municipal  home  rule. 

The  Massachusetts  amendment,  intended  to  authorize  an 
income  tax,  will  be  voted  on  this  year. 

Amendments  have  been  proposed  by  the  legislatures  or 
through  the  initiative  since  January  1  of  this  year  in  the 


TAX  LEGISLATION  IN  1915  419 

following  states  for  the  following  purposes:  In  Alabama,  to 
increase  the  amount  that  counties  and  school  districts  may  levy 
for  school  purposes.  In  Arkansas,  to  raise  the  maximum  rate 
that  may  be  levied  by  school  districts  for  school  purposes, 
to  permit  a  graduated  income  tax  and  a  graduated  land  tax, 
and  to  authorize  additional  taxation  for  public  roads  and 
bridges;  in  California,  to  remove  restrictions  by  permitting 
the  legislature  to  adopt  a  new  tax  system,  to  replace  the  state 
board  of  equalization  by  a  tax  commission ;  in  Illinois,  to  em- 
power the  legislature  to  classify  personal  property  for  pur- 
poses of  taxation ;  in  Massachusetts,  to  eliminate  the  word 
"  proportional  "  from  the  taxation  provision  of  the  constitu- 
tution ;  in  Montana,  to  authorize  the  state  board  of  equaliza- 
tion to  equalize  different  classes  of  property  within  counties 
and  between  individual  taxpayers,  to  supervise  and  review 
acts  of  county  assessors  and  boards  of  equalization,  and  to 
permit  the  legislature  to  exempt  from  taxation  mortgages  of 
record  upon  real  or  personal  property;  in  Ohio,  to  exempt 
bonds  of  the  state  and  local  subdivisions  issued  subsequent 
to  January  1,  1916 ;  in  Oklahoma,  to  substitute  a  tax  com- 
mission for  the  ex-officio  state  board  of  equalization,  and  to 
repeal  the  requirement  that  all  school  taxes  levied  upon 
property  of  certain  public  corporations  shall  be  distributed 
as  other  common  school  funds  of  the  state ;  in  Oregon,  to 
exempt  from  all  taxation,  except  taxes  for  state  purposes 
until  1935,  all  ships  and  vessels  of  50  tons  or  more  capacity 
in  either  passenger  or  freight,  coasting  or  foreign  trade, 
whose  home  ports  of  registration  are  in  the  state;  in  South 
Dakota,  to  permit  classification  of  property  for  taxation  pur- 
poses and  to  authorize  with  reasonable  exemptions,  graduated 
and  progressive  taxes  on  incomes,  privileges  and  occupations; 
in  Texas,  to  increase  the  maximum  local  tax  rates  for  roads, 
public  improvements,  and  schools;  in  Utah,  to  permit  classi- 
fication of  property  for  taxation,  to  require  mining  lands  to 
be  assessed  at  not  more  than  the  price  paid  the  government 
therefor,  (instead  of  at  the  price  paid  the  government)  and 
to  provide  for  the  assessment  of  net  proceeds  of  mines  at  a 
value  not  exceeding  three  times  the  net  proceeds,  (instead  of 
equal  to  the  net  proceeds)  ;  in  Wyoming,  to  authorize  state 
aid  in  the  construction  and  improvement  of  roads. 
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A  constitutional  convention  has  been  in  session  this  year 
in  New  York/  and  the  Louisiana  legislature  has,  subject  to  the 
action  of  the  voters,  provided  for  such  a  convention  to  be  held 
in  that  state. 

Special  Tax  Commissions.  California  enacted  a  special 
tax  commission  act,  which  provides  for  commissions  to  be  ap- 
pointed by  the  governor  to  investigate  fully  the  entire  system 
of  the  taxation  in  vogue  in  California ;  and  to  investigate  the 
average  burden  of  taxes  which  is  borne  by  the  general  forms 
of  property  and  the  corporate  property  taxed  for  state  pur- 
poses.    $75,000  were  appropriated  for  this  purpose. 

The  Texas  legislature  created  a  special  tax  commission  for 
the  purpose  of  recommending  a  revision  of  the  taxation  system. 

The  Indiana  legislature  passed  an  act  enabling  the  governor 
to  appoint  a  commission  for  the  purpose  of  investigating  con- 
ditions relating  to  taxation,  and  recommended  such  changes  or 
new  laws  as  would  be  possible  under  the  constitution  for  the 
purpose  of  securing  more  equitable  and  just  assessment  of 
property  for  taxation  purposes.  The  commission  is  to  serve 
without  pay. 

In  New  York  a  joint  legislative  committee  of  three  senators 
and  five  members  of  the  assembly  was  authorized  to  investi- 
gate systems  and  methods  of  taxation,  particularly  with  re- 
gard to  the  best  methods  of  equitably  and  effectually  reaching 
all  property  which  should  be  subject  to  taxation  and  avoid- 
ing conflicts  and  duplication  of  taxation  on  the  same  property ; 
and  to  secure  the  needed  legislation  to  carry  such  methods 
into  effect  in  New  York,  and  to  report  to  the  legislature  be- 
fore February  1st,  1916, 

Another  joint  committee  of  six  senators  and  six  members  of 
the  assembly  was  authorized  to  investigate  taxation  and 
finance  of  the  City  of  New  York  and  to  report  to  the  next 
legislature. 

Congress  appointed  a  joint  congressional  committee  to  sub- 
mit a  statement  of  the  proper  proportion  of  the  expenses  of 
the  District  of  Columbia,  which  shall  be  borne  by  the  District 
and  the  United  States,  respectively. 

1  The  proposed  new  constitution  in  New  York  containing  an  important 
taxation  article  was  defeated  at  the  November  election. 


STATE  CONSTITUTIONAL  AMENDMENTS  ADOPTED 
REJECTED  AND  PENDING  1905-1915  i 


Alabama. 

Nothing. 


Arizona. 


1912 Removing  restrictions   as  to  manner,   method   and  mode  of 

assessing,  equalizing  and  levying  taxes;  adopted. 

Arkansas. 

1906 Raising  the  limit  of  the  state  rate  for  common  schools  from 

two  to  three  mills  on  the  dollar;  adopted. 

1912. — Exempting  cotton  factories  from  taxation  for  seven  years 
after  beginning  operations;  rejected. 

1915. — To  permit  a  graduated  income  tax  and  a  graduated  land  tax; 
pending. 

California. 

1906 Permitting  borrowers  to  contract  to  pay  the  mortgage  tax; 

adopted. 

1908. — Separating  state  and  local  taxation;  rejected.  Abolishing 
the  mortgage  tax;  rejected. 

1910. — Separating  state  and  local  taxation;  adopted.  Abolishing 
mortgage  tax;  adopted. 

1911 Giving    war    veterans    one-thousand-dollar    tax    exemption; 

adopted, 

1912. — Permitting  classification  of  property  and  home  rule  for  local 
districts;  rejected. 

1914 Repealing  the  state  poll  tax;    adopted.     Exempting  vessels 

for  a  limited  time;  adopted.  Authorizing  the  localities  to 
exempt  improvements,  shipping  or  other  classes  of  personal 
property  except  franchises;  rejected. 

1915. — Permitting  the  classification  of  property  for  taxation;  pend- 
ing. To  remove  constitutional  restrictions  and  permit  the 
legislature  to  adopt  a  new  tax  system  with  a  tax  commis- 
sion;  pending. 

1  Changes  in  rate  limitations  when  based  on  total  assessments  are  not 
included  herein,  nor  are  authorizations  of  levies  for  special  purposes. 
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Colorado. 

1912 Permitting  the  adoption  of  home  rule  by  cities  in  matters  of 

taxation;  adopted.  Abolishing  the  ex-officio  state  board 
of  equalization;  rejected. 

1914 ^Authorizing  the  state  board  of  equalization  to  equalize  prop- 
erty within  counties  and  prohibiting  it  from  making  ori- 
ginal assessments;  adopted. 

Connecticut. 
Nothing. 

Delaware. 
Nothing. 

Florida. 

Nothing. 

Georgia. 

1913 Permitting  the  exemption  of  farm  products;  adopted. 

Idaho. 

Nothing. 

Illinois. 

1915. — Permitting  the  classification  of  property  for  taxation; 
pending. 

Indiana. 

1915. — Permitting  the  classification  of  property  and  separation  of 
the  sources  of  state  and  local  revenue;  proposed  by  1913 
legislature  and  rejected  by  1915  legislature. 

Iowa. 

1915 Permitting  the  classification  of  property  and  separation  of 

the  sources  of  state  and  local  revenue;  proposed  by  1913 
legislature  and  rejected  by  1915  legislature. 

Kansas. 

1914. — Permitting  the  classification  of  property  for  taxation; 
rejected. 

Kentucly. 

1913 Permitting  the  classification  of  property  and  separation  of 

sources  of  state  and  local  revenue,  exempting  public  bonds 
and  establishing  referendum  on  tax  laws;  rejected. 

1915. — The  same  amendment  will  be  voted  upon  this  year. 
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Louisiana. 

1906. — Exempting  mortgages  on  land  from  taxation;  rejected. 

1908. — Providing  for  one  state  tax  collector  for  the  City  of  New 
Orleans;  adopted.  Exempting  loans  upon  the  security  of 
Louisiana  real  estate  and  life  insurance  policies,  provided 
in  the  latter  the  rate  of  interest  does  not  exempt  five  per 
cent  per  annum  discount ;   adopted. 

1910 Exempting  domestic  steamship  companies  from  taxation  for 

15  years;  adopted.  To  authorize  a  license  tax  on  those 
engaged  in  severing  natural  resources  from  the  soil  or 
water;  adopted. 

1912. — Exempting  for  a  limited  time  corporations  loaning  money  on 
country  property  at  not  more  than  six  per  cent  interest; 
adopted.  Exempting  the  legal  reserve  of  domestic  life 
insurance  companies ;  adopted.  Exempting  for  ten  years 
new  railroads;  rejected.  Classification  of  property  and 
separation  of  sources  of  state  and  local  revenue;  rejected. 
Exempting  for  ten  years  new  canals;  rejected.  Authoriz- 
ing parishes  and  localities  to  exempt  for  ten  years  new 
industrial  enterprises  and  the  value  added  by  immigrants 
to  unimproved  homestead  lands;  rejected.  Authorizing 
parishes  and  municipalities  to  exempt  two  thousand  dol- 
lars of  the  value  of  homes;  rejected.  Exempting  money 
on  hand  or  on  deposit;  rejected. 

1914. — Eequiring  foreign  banking  corporations  to  pay  a  state  license 
tax  of  two  and  one-half  per  cent  on  interest  earned  plus 
$250,  and  a  like  tax  for  parish  or  municipal  purposes; 
adopted.  Exempting  from  taxation  all  money  on  hand  or 
on  deposit;  adopted.  Exempting  for  ten  years  irrigation, 
navigation,  and  hydroelectric  plants. 

Maine, 

1913 Permitting  intangible  property  to  be  taxed  without  regard  to 

the  rate  applied  to  other  property;  adopted. 

Massachusetts. 

1912 Removing   restrictions   on   wild    and    forest   lands   taxation; 

adopted. 

1915. — Authorizing  an  income  tax;  pending.  Permitting  the  classi- 
fication of  property  for  taxation;  pending. 

Maryland. 

1915 Permitting    the    classification    of    property    for    taxation; 

pending. 

Michigan. 

1909 The    article    on   taxation   in   the    new    constitution    of    1909 

changes  the  phraseology  but  does  not  materially  alter  the 
meaning. 


424  NATIONAL  TAX  ASSOCIATION 

Minnesota. 

1906 Authorizing  the  classification  of  property;  adopted. 

1910 Authorizing  laws  for  the  exemption  of  lands  for  reforestry 

purposes  from  taxation;  rejected. 

1914 Authorizing  a  bounty  for   forest   tree   cultivation;    rejected. 

Permitting  special  taxation  of  dogs;  rejected. 

Mississippi. 
Nothing. 

Missouri. 

1908 Establishing  local  option  for  counties  and  municipalities  in 

the  selection  of  the  subjects  of  taxation;  rejected. 
1912. — Single-tax  provisions;   rejected.     Abolishing  the  state  board 

of  equalization  and  establishing  a  state  tax  commission; 

rejected. 
1914 Prohibiting   the  use   of  the   initiative   and  referendum   for 

single-tax  measures;  rejected. 

Monta7ia. 

1910 Authorizing  a  special  state  levy  to  pay  bounty  for  destroy- 
ing predatory  animals ;   adopted. 

1915. — To  permit  the  state  board  of  equalization  to  equalize  property 
within  counties  and  between  individual  taxpayers,  and  to 
exempt  mortgages  from  taxation;  pending. 

Nebraska. 

1914. — Permitting  the  classification  of  property  for  taxation; 
rejected. 


Nevada. 


1906 Requiring  each  patented  mine  to  be  assessed  at  not  less  than 

$500,  except  when  $100  in  labor  has  been  performed  there- 
on during  the  year,  in  addition  to  the  tax  on  net  proceeds; 
adopted. 

1909. — Providing  that  a  mortgage,  deed  of  trust  or  obligation  by 
which  a  deed  is  secured  shall  be  treated  as  an  interest  in 
the  property  affected,  and  when  the  security  is  taxed  the 
property  affected  shall  be  considered  reduced  in  value 
proportionately;  passed  by  one  legislature  and  rejected  by 
the  next. 

1910 Changing   the   distribution   of   the   poll   tax   from   an   equal 

division  between  the  state  and  the  counties,  to  a  devotion 
to  road  purposes. 
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New  Hampshire. 

1912. ^Permitting  a  special  taxation  of  money  at  interest  and  in- 
come from  stock  of  foreign  corporations;  rejected.  Au- 
thorizing a  graded  inheritance  tax  and  an  income  tax  on 
public  service  corporations;  rejected. 

New  Jersey. 
Nothing. 

New  Mexico. 

1914. Permitting  the  classification   of  property   for  taxation   and 

repealing  the  requirement  for  a  state  board  of  equaliza- 
tion;  adopted. 

New  York. 
Nothing. 

North  Carolina. 

1914 Permitting  the   classification   of  property   for  taxation  and 

separation  of  sources  of  state  and  local  revenue;  rejected. 

North  BaTcota. 

1909 Authorizing  the  legislature  to  tax  incomes;  proposed  by  one 

legislature  and  rejected  by  the  next. 

1914. Permitting  the  classification  of  property,  including  fran- 
chises; adopted.  Authorizing  special  methods  of  taxing 
public  service  corporations;  adopted. 

Ohio. 

1905. — Exempting  state  and  local  bonds  from  taxation;  adopted. 

1908. Permitting  the  classification  of  property  for  taxation  pur- 
poses; rejected. 

1912. — ^Permitting  forest  exemption;  adopted.  Abolishing  poll  tax; 
adopted.  Kaising  limit  of  personal  property  exemption; 
adopted.  Authorizing  graduated  inheritance  and  income 
tax  laws;  adopted.  Authorizing  excise  and  franchise 
taxes  and  production  taxes  on  coal,  oil,  and  gas;  adopted. 
Withdrawing  exemption  as  to  future  issues  of  state  and 
local  bonds;  adopted. 

1914 Exempting  state   and   local  bonds   from   taxation;    rejected. 

Permitting  the  classification  of  property  for  taxation; 
rejected.  Establishing  a  maximum  tax  rate  and  permit- 
ting the  exemption  of  mortgages;  rejected. 

1915. — Exempting  state  and  local  bonds;   pending. 
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OJclaJioma. 

1910 Providing  that  all  state  property  taxes  paid  by  public  ser- 
vice corporations  doing  business  in  more  than  one  county 
shall  be  distributed  similarly  as  school  funds;   rejected. 

1913 Providing  that  all  state  property  taxes  paid  by  public  ser- 
vice corporations  doing  business  in  more  than  one  county 
shall  be  distributed  similarly  as  school  funds;   adopted. 

1915. — To  substitute  a  tax  commission  for  the  state  board  of  equali- 
zation and  repealing  the  amendment  adopted  in  1913; 
pending. 

Oregon. 

1908 Single-tax  constitutional  amendment;   rejected. 

1910 Amendment  authorizing  a  county  local  option  system  of  taxa- 
tion; adopted.  Authorizing  the  classification  of  property 
for  taxation  and  separation  of  sources  of  state  and  local 
revenue;   rejected. 

1912. — Repealing  the  authorization  granted  in  1910  to  counties  to 
adopt  local  option  system  of  taxation ;  adopted.  Au- 
thorizing the  separation  of  sources  and  classification  of 
property;  rejected.  Permitting  an  income  tax;  rejected. 
Establishing  a  state-wide  single  tax;  rejected. 

1914. — Permitting  the  classification  of  property  for  taxation;  re- 
jected. Exempting  $1500  of  improvements  and  personal 
property;  rejected.  Establishing  an  additional  tax  on 
large  land  holdings;  rejected. 

1915. — To  exempt  ships  from  taxation  for  a  limited  time;  pending. 

Pennsylvania. 

1913 Permitting  the  classification  of  property  for  the  purpose  of 

laying  graded  or  progressive  taxes;  rejected. 

Bhode  Islaiid. 
Nothing. 

South  Carolina. 
Nothing. 

South  Dalota. 

1910. — Providing  that  franchises,  earnings,  and  net  income  shall  be 
considered  in  taxing  corporate  property,  authorizing  gradu- 
ated inheritance  and  income  taxes;  rejected. 

1912. — Providing  that  franchises,  earnings,  and  net  income  shall  be 
considered  in  taxing  corporate  property;  adopted. 

1915. — Permitting  the  classification  of  property  for  taxation  and 
authorizing  graduated  and  progressive  taxes  on  incomes, 
privileges,   and   occupations;   pending. 
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Tennessee. 
Nothing. 

Texas. 

Nothing. 

Utah. 

1906. — Exempting  from  taxation  mortgages  upon  real  and  personal 
property;    adopted. 

1908 Providing    that    machinery,    surface    improvements,    and    net 

proceeds  of  mines  shall  be  assessed  by  the  state  board  of 
equalization;   adopted. 

1912. — Permitting  the  classification  of  property;  rejected.  Eemov- 
ing  restrictions  that  property  must  be  taxed  in  proportion 
to  value ;  rejected.  Repealing  the  requirement  that  coal 
and  stone  deposits  shall  be  taxed  on  the  value  paid  the 
United  States  for  the  land ;  rejected.  Authorizing  the 
state  board  of  equalization  to  equalize  within  counties; 
rejected. 

1915. — Permitting  the  classification  of  property  for  taxation;  pend- 
ing. Requiring  the  net  proceeds  of  mines  to  be  assessed 
at  not  to  exceed  three  times  their  value  instead  of  at 
their  value. 

FFashington. 

1908. — Permitting  the  classification  of  property  for  taxation; 
rejected. 

West  Virginia. 
Nothing. 

Wisconsin. 

1908 Authorizing    graduated    and    progressive    taxes    on    incomes, 

privileges  and  occupations;  adopted. 

1915 Permitting  the  exemption  from  local  taxation  of  designated 

classes  of  property;  proposed  by  1913  legislature  but  re- 
jected by  1915  legislature. 

Wyoming. 
Nothing. 


MEANING  OF  THE  1914  ELECTIONS  AS  TO 
CONSTITUTIONAL  AMENDMENTS 

Charles  V.  Galloway 
State  Tax  Commissioner,  Salem,  Oregon 

The  first  conference  of  the  National  Tax  Association,  held 
at  Columbus,  Ohio,  in  1907,  adopted  unanimously  the  follow- 
ing resolution : 

Whereas,  The  greatest  inequalities  have  arisen  from  laws  designed  to 
tax  all  the  widely  differing  classes  of  property  in  the  same  way  and  such 
laws  have  been  ineffective  in  the  production  of  revenue;   and 

Whereas,  The  appropriate  taxation  of  various  forms  of  property  is 
rendered  impossible  by  the  restrictions  upon  the  taxing  power  contained 
in  the  constitutions  of  many  of  the  states; 

Eesolved,  That  all  state  constitutions  requiring  the  same  taxation  of 
all  property,  or  otherwise  imposing  restraints  upon  the  reasonable  classi- 
fication of  property,  should  be  amended  by  the  repeal  of  such  restrictive 
provisions. 

At  successive  conferences,  held  during  the  last  eight  years, 
the  general  idea  embodied  in  the  resolution  just  quoted  has 
been  many  times  approved,  in  more  or  less  elaborate  presenta- 
tions and  well-nigh  exhaustive  discussions.  Formal  resolutions, 
well-worded  reports  of  committees,  papers  and  addresses  evi- 
dencing learning  and  experience  have,  with  hardly  an  excep- 
tion, reiterated  the  demand  for  constitutional  liberalitj",  to  the 
end  that  the  subjects  of  taxation  in  the  several  states  might  be 
reasonably  classified.  But  our  long-time  acquaintance,  gen- 
eral property  tax,  notwithstanding  the  verbal  lashings  admin- 
istered to  his  tough  old  hide,  despite  the  humiliations  even  his 
dull  senses  must  have  noted,  still  survives  with  a  vitality  only 
slightly  impaired. 

During  the  years  the  National  Tax  Association  has  been  in 
existence,  probably  suggested  and  encouraged  in  a  consider- 
able degree  by  the  ideas  expressed  and  recorded  in  our  con- 
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ferences,  attempts  have  been  made  to  amend  the  constitutions 
of  several  of  the  states  so  that  classification  in  taxation  might 
become  more  of  a  reality,  and  less  of  a  mere  subject  for  aca- 
demic discussion.  For  each  successive  election  year  there 
has  been  sown  a  larger  crop  of  proposed  tax  amendments. 
Then  have  come  the  contentions  of  the  elements  and  seasonal 
storms  of  marked  severity.  Except  in  a  few  favored  locali- 
ties the  struggling  plants  have  been  beaten  down  and  each 
general  harvest  has  proved  a  biennial  disappointment. 

When  invited  to  prepare  a  paper  on  the  "  Meaning  of  the 
1914  Elections  as  to  Constitutional  Amendments, ' '  I  imagined 
it  would  not  be  difficult  to  figure  out  one  or  more  general 
causes  which  operated  alike  in  all  the  states  and  produce  the 
same  or  similar  results  in  all.  But  on  investigation  I  found 
that  conditions  with  regard  to  amendments  proposed  in  differ- 
ent states  varied  rather  widely,  that  the  campaigns  in  the 
several  states  did  not  have  many  angles  in  common  and  that, 
when  it  comes  to  tax  amendments,  causes  apparently  similar 
do  not  necessarily  produce  similar  results.  Therefore,  I  have 
concluded  to  present  in  rather  a  general  way  the  conditions 
and  the  result  in  each  state  where  a  tax  amendment  was  voted 
on  in  1914,  leaving  it  largely  to  the  hearer  or  reader  to  figure 
out  the  meaning  in  each  case  and  to  find,  if  possible,  a  general 
meaning  applicable  to  all  cases. 

Ka7isas 

At  the  third  attempt,  made  before  as  many  successive  ses- 
sions of  the  legislature,  a  proposed  constitutional  amendment 
permitting  classification  of  property  for  taxation  in  Kansas 
was  referred  to  the  people  for  approval  or  rejection.  The 
submission  of  the  amendment  was  largely  the  result  of  the 
efforts  of  the  Kansas  Tax  Commission. 

In  lieu  of  existing  constitutional  provisions  requiring  "  a 
uniform  and  equal  rate  of  assessment  and  taxation  "  and  im- 
posing the  iron-clad  restrictions  of  the  general  property  tax, 
the  amending  section  proposed  to  substitute  the  following : 

The  legislature  shall  have  power  to  establish  and  maintain  an  equitable 
system  for  raising  state  and  local  revenue,  and  may  classify  the  subjects 
of  taxation  so  far  as  their  differences  justify  the  same,  in  order  to 
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secure  a  just  return  from  each."  It  contained  a  further  provision  that 
' '  Taxes  may  also  be  imposed  on  incomes,  franchises,  privileges  and 
occupations,  which  taxes  may  be  graduated  and  progressive,  and  reason- 
able exemption  may  be  provided."  The  section  proposed  retained  the 
part  of  the  old  section  which  confers  exemption  from  taxation  on  "Ail 
property  used  exclusively  for  state,  county,  municipal,  literary,  educa- 
tional, scientific,  religious,  benevolent  and  charitable  purposes,  and  per- 
sonal property  to  the  amount  of  at  least  two  hundred  dollars  for  each 
family. ' ' 

The  legislature  of  1913  which  referred  the  proposed  amend- 
ment to  the  people  made  no  appropriation  or  other  provision 
for  a  campaign  in  advocacy  of  its  adoption.  There  was  prac- 
tically no  organized  effort  in  behalf  of  the  amendment.  It 
was  endorsed  in  the  platforms  of  two  prominent  political 
parties ;  other  party  platforms  were  silent  on  the  subject.  But 
the  amendment  was  not  a  subject  of  discussion  in  the  political 
arena  and  candidates  for  office,  state  and  local,  character- 
istically refrained  from  expressing  their  views.  Likewise  the 
ncAvspapers  of  the  state  said  very  little  about  it,  thus  success- 
fully concealing  a  probable  lack  of  knowledge  as  to  the  mean- 
ing and  purpose  of  the  measure. 

The  Kansas  Tax  Commission  made  such  efforts  as  means 
and  opportunity  permitted  to  bring  the  amendment  to  the 
favorable  consideration  of  the  voters.  The  commission  issued, 
for  limited  distribution,  a  well-worded  sixteen-page  pamphlet 
in  support  of  the  proposition.  The  pamphlet  contained  state- 
ments indorsing  the  amendment  from  several  of  the  best  known 
tax  experts  of  the  United  States  and  quoted  from  proceedings 
of  conferences  of  the  National  Tax  Association  in  approval  of 
the  principle  of  classification. 

A  few  days  before  the  election  anonymous  circulars  ap- 
peared attacking  the  proposed  amendment  and  misrepresent- 
ing its  purpose  most  viciously.  One  circular  was  issued  by  a 
so-called  "  State  Tax  Payers  League,"  probably  a  fictitious 
organization ;  at  any  event  it  has  to  this  date  succeeded  in 
keeping  the  names  of  its  members  concealed.  Another  cir- 
cular which  came  no  nearer  to  carr^dng  a  signature  than  the 
subscription  "  Pass  this  along  that  others  may  know,"  con- 
tained the  followuig: 
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Vote  against  the  tax  amendment  to  our  constitution,  to  be  voted  on 
this  fall.  Why?  Because  it  provides  for  the  taxing  of  occupations  and 
incomes  without  exemption  or  limit.  Because  the  occupation  of  the 
preacher,  teacher  and  editor  could  be  taxed.  Because,  through  a  tax  on 
occupation,  a  legislative  body  unfriendly  to  church,  school  and  press 
could  hinder  or  tax  the  same  out  of  existence.  Because  the  amendment, 
if  adopted,  would  render  obsolete  the  present  system  of  an  equal  rate  of 
assessment  and  taxation.  Vote,  No!  Do  not  help  provide  an  evil  for 
yourself  and  yours,  or  an  evil  heritage  for  the  children. 

"Well,  the  upshot  of  the  whole  thing  was  that  the  amend- 
ment was  defeated  at  the  election  in  November,  1914,  by  a 
vote  of  156,969  to  166,800.  It  is  estimated  that  about  39  per 
cent  of  the  electorate  did  not  vote  on  the  tax  amendment 
at  all. 

I  am  advised  by  one  who  is  in  position  to  know  the  facts 
that  the  tax  amendment  failed  of  approval  in  Kansas  ''  be- 
cause of  lack  of  information  on  the  part  of  the  public  as  to  the 
need  for  the  proposed  change  in  the  constitution  ' ' ;  also 
"  that  there  are  always  interests  ready  and  willing  to  oppose 
by  secret  and  underhanded  methods  measures  recommended 
in  good  faith  to  promote  the  public  interests." 

Nebraska 

Passing  from  Kansas  to  its  neighbor  on  the  north,  we  find 
that  a  socalled  wide-open  tax  amendment  was  voted  on  in 
Nebraska  at  the  election  in  November  of  last  year.  The  per- 
tinent part  of  the  amendment  submitted  reads  as  follows: 

"  The  rules  of  taxation  shall  be  uniform  as  to  any  given  class  and 
taxes  shall  be  levied  upon  such  property  as  the  legislature  shall  pre- 
scribe. Taxes  may  also  be  imposed  on  incomes,  privileges  and  occupa- 
tions, which  taxes  may  be  graduated  and  progressive,  and  reasonable 
exemptions  may  be  provided,  in  addition  to  those  hereinafter  speci- 
fically mentioned  in  Section  2  of  this  article."  Said  Section  2,  which 
was  to  remain  in  the  Constitution  undisturbed,  provides  for  exemption 
of  publicly  owned  property  and  that  used  for  educational,  religious  and 
charitable  purposes,  etc. 

In  its  excellent  report  of  1914  the  Nebraska  Special  Com- 
mission on  Revenue  and  Taxation  stated:  "  If  it  (the  amend- 
ment) becomes  a  part  of  the  constitution  the  legislature  will 
have  power  to  exempt  other  classes  of  property  than  those  now 
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exempted,  to  classify  property  for  purposes  of  taxation,  to 
adopt  some  other  basis  for  taxation  than  the  value  of  prop- 
erty, such  as  gross  earnings,  and  to  impose  income  taxes." 

In  its  submission  to  the  people  the  amendment  had  the 
unanimous  support  of  the  Nebraska  Legislature  of  1913.  Fol- 
lowing this  it  was  endorced  by  all  the  political  parties  at  the 
primaries.  So  it  looked  as  if  the  skids  were  greased  and  the 
proposed  amendment  would  slide  into  the  constitution  with 
little  or  no  opposition.  Its  supporters  sat  back  and  took 
things  easy,  no  particular  campaign  was  made  for  the  amend- 
ment, the  newspapers  remained  generally  silent  on  the  sub- 
ject and,  as  usual,  campaign  speakers  and  writers  did  not 
venture  to  commit  themselves  one  way  or  another. 

A  short  while  before  the  election  an  organization  styling 
itself  a  "  Voter's  League  ",  a  very  general  and  inoffensive 
name,  sprang  into  existence  for  the  purpose  of  making  a 
campaign  against  the  tax  amendment.  The  socalled  league 
spent  considerable  money,  ran  paid  advertising  of  various 
forms  in  the  newspapers  of  the  state,  also  circulated  large 
classes  of  voters  and  otherwise  attacked  the  measure.  Appeal 
was  made  to  the  ministers  of  all  the  churches,  urging  that 
the  amendment  be  voted  down  because,  if  adopted,  it  would 
permit  the  taxation  of  church  property.  As  a  matter  of  fact 
the  amendment  would  not  have  affected  the  status  of  this 
class  of  property  in  the  least.  Special,  and  likewise  specious 
appeals  were  made  to  other  classes  of  voters. 

You  know  those  who  have  political  axes  to  grind  and  special 
privileges  to  conserve  generally  shed  tears  most  copiously 
when  addressing  the  farmer,  that  overworked  victim  of  mis- 
placed confidence.  So  this  Voters'  League  painted  an  ap- 
palling picture  to  show  the  Nebraska  farmers  that  the  pro- 
posed amendment  was  a  single-tax  scheme  in  disguise,  notwith- 
standing the  fact  that  the  single-taxers  had  nothing  to  do 
with  the  submission  of  the  measure,  though  many  of  them  no 
doubt  supported  it  at  the  polls  in  the  view  that  it  would  be 
a  lesser  evil  than  the  general  property  tax. 

"When  the  result  of  the  election  was  tabulated  the  tax 
amendment  was  found  to  have  received  88,068  votes,  with 
82,136  recorded  against  it.     The  constitution  of  Nebraska  re- 
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quires  that  an  amendment  must  receive  a  majority  of  all 
votes  east  at  the  election.  About  77,000  voters  did  not  ex- 
press themselves  on  the  tax  amendment  and  it  therefore 
failed  by  over  35,000  votes. 

While  the  attacks  made  on  the  amendment  at  a  late  hour, 
taking  its  supporters  by  surprise  and  giving  them  scant 
opportunity  for  reply,  doubtless  influenced  the  result  to  some 
extent,  the  real  cause  for  its  defeat  was  that  the  people  of 
the  state  generally  knew  little  or  nothing  about  it  and  no  par- 
ticular attempt  was  made  to  disseminate  accurate  informa- 
tion. It  being  so  easy  to  spread  misrepresentations  whi^re 
general  information  on  the  matter  at  issue  is  lacking,  the 
advertisements,  circulars  and  class  appeals  of  the  Voter's 
League  naturally  fell  in  fertile  ground. 

One  meaning  of  the  election  in  Nebraska  appears  to  be  tliat 
rational  tax  reform  has  received  at  least  a  temporary  set- 
back in  that  state.  In  the  1915  session  of  the  legislature  no 
member  had  the  nerve  to  propose  a  resubmission  of  the  classi- 
fication amendment,  I  am  informed  that  "  Some  effort  was 
made  to  submit  the  question  of  a  constitutional  convention, 
but  this  was  nursed  along  till  the  end  of  the  session  and  killed 
by  those  who  want  to  let  well  enough  (for  them)  alone." 

Ohio 

The  tax  amendment  submitted  to  the  voters  of  Ohio  last 
November  was  a  two-headed  proposition,  attempting  both  to 
limit  the  tax  rate  and  to  establish  a  specific  classification  of 
property  for  taxation.  Section  1  of  the  amendment  reads,  in 
part,  as  follows: 

The  annual  tax  levy  in  each  taxing  district  for  all  purposes,  ex- 
clusive of  interest  and  sinking  fund  purposes,  shall  not  exceed  ten 
mills  on  each  dollar  of  taxable  property,  and  shall  not  exceed  the  annual 
tax  rate  of  the  preceding  year,  and  the  amount  of  revenue  raised  by 
taxation  in  any  year  shall  not  exceed  that  of  the  preceding  year  plus  the 
increase  arising  from  an  increased  valuation  of  the  taxable  property 
of  such  taxing  district. 

It  was  further  provided  in  the  same  section  that  laws  of 
uniform  operation  might  be  passed  permitting  a  taxing  dis- 
trict to  levy  at  an  increased  rate  or  to  incur  an  increased  in- 
28 
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debtedness,  in  the  event  the  question  of  the  increase,  with 
specifications  as  to  rate,  purpose  and  amount,  were  submitted 
at  a  re^lar  or  general  election  and  approved  by  a  majority 
of  all  votes  cast.  Section  2  of  the  amendment  proposed  was, 
in  part,  as  follows : 

Laws  shall  be  passed  to  establish  and  maintain  an  equitable  system 
for  raising  state  and  local  revenue.  All  property  shall  be  valued  for 
taxation  by  a  uniform  rule  at  its  true  value  in  money.  The  subjects 
of  taxation  shall  be  divided  into  three  classes  as  follows:  Class  one,  real 
property;  class  two,  tangible  personal  property;  class  three,  intangible 
personal  property.  The  rate  of  taxation  shall  be  uniform  on  all  property 
in  the  same  class  and  shall  be  just  to  the  subject  taxed. 

This  section  also  contained  a  provision  exempting  from 
taxation  bonds  issued  by  the  state  or  any  municipal  sub- 
division thereof.  It  also  provided  for  exemption,  by  general 
laws,  of  public  property  and  property  used  for  religious, 
charitable,  educational  and  similar  purposes;  likewise  exemp- 
tion of  mortgages  and  personal  property  not  exceeding  a  value 
of  five  hundred  dollars  for  each  individual.  The  section  con- 
cluded by  abolishing  all  poll  taxes. 

I  am  advised  that  the  Ohio  Board  of  Commerce  was  in- 
strumental in  having  the  amendment  submitted  and  made 
considerable  of  an  effort  for  its  adoption ;  however,  it  cannot 
be  said  that  such  effort  took  the  form  of  an  organized  and 
energetic  campaign. 

The  framers  of  the  amendment  seem  to  have  believed  that 
the  joining  of  the  tax  limitation,  classification  of  property  and 
other  features  would  help  toward  approval  of  the  entire 
program.  But  the  amendment  was  evidently  whip-sawed  on 
account  of  the  number  of  issues  it  presented.  While  there 
was  no  organized  opposition,  the  officials  of  the  larger  cities 
opposed  the  amendment  on  account  of  the  proposed  limitation 
of  tax  rates.  On  this  account  the  negative  vote  was  large  in 
the  cities,  where  there  was  little  opposition  to  the  classification 
or  exemption  features.  On  the  other  hand,  the  electors  of 
the  rural  districts,  while  inclined  to  favor  tax  limitation,  went 
against  the  amendment  because  classification  and  bond  exemp- 
tion did  not  look  good  to  them. 
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In  the  general  campaign  the  tax  amendment  took  a  secon- 
dary place  and  was  hardly  considered  on  its  merits.  Though 
presenting  distinct  issues,  it  was  nevertheless  involved  in  the 
political  fight  over  the  tax  measures  of  the  Cox  administra- 
tion, and  was  also  confused  in  the  public  mind  with  the 
"  wet  "  and  "  dry  "  contest.  I  am  informed  that  "  Thous- 
ands of  '  drys  '  undoubtedly  voted  against  it  because  they 
imagined  that  it  was  promulgated  from  the  same  source  as 
the  '  wet  '  propaganda ;  thousands  of  '  wets  '  voted  against  it 
because  they  imagined  it  was  not  in  consonance  with  local 
home  rule." 

I  have  not  been  able  to  obtain  the  exact  vote  on  the  Ohio 
amendment.  From  one  source  I  am  advised  that  it  was  "de- 
feated by  more  than  100,000  ",  from  another  that  it  was  "lost 
by  a  majority  in  excess  of  300,000."  In  either  event  it  was 
enough. 

The  meaning  of  this  vote  in  Ohio  might  easily  be  a  matter 
of  controversy.  The  amendment  came  on  at  an  unfortunate 
time  and  was  buffeted  and  bumped  by  factions  contending  over 
other  issues.  The  result  does  not  prove  in  any  conclusive 
way  whether  the  people  of  that  state  are  for  or  against  tax 
limitation,  or  for  or  against  classification  of  property,  each 
issue  separately  considered.  It  seems  to  me  that  an  important 
meaning  to  be  drawn  from  the  Ohio  result  is  that  more 
victories  are  secured  by  making  one  fight  at  a  time  than  by 
trying  to  handle  two  or  more  fights  at  once. 

North  Carolina 
Over  in  North  Carolina  they  also  voted  in  1914  on  a  pro- 
posed constitutional  amendment  authorizing  general  classi- 
fication of  property  for  taxation.  The  proposition  was  rather 
long ;  the  particular  section  with  which  this  discussion  is  con- 
cerned reads  as  follows: 

The  General  Assembly  may,  consistent  with  natiiral  justice  and  equity, 
classify  subjects  of  taxation;  and  all  taxes  shall  be  uniform  upon  the 
same  class  of  property  within  the  territorial  limits  of  the  authority 
levying  the  tax:  Provided,  that  no  income  shall  be  taxed  when  the 
property  from  which  the  income  is  derived  is  taxed;  and,  consistent 
with  natural  justice  and  equity,  the  General  Assembly  may  separate 
subjects  of  taxation  for  state  and  local  purposes. 
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Another  section  established  a  limitation  on  the  tax  rate  for 
state  and  county  purposes,  also  a  limitation  on  rates  of  levy 
by  cities  and  towns. 

I  am  advised  that  the  proposed  amendment  had  the  support 
of  practically  the  entire  press  of  North  Carolina,  in  fact 
was  substantially  indorsed  by  the  State  Press  Association ;  also 
that  it  was  publicly  supported  by  many  of  the  leaders  of 
thought  in  the  state.  Under  such  circumstances  it  would 
appear  that  almost  any  sort  of  a  proposition  could  get  by. 
But  the  amendment  was  opposed  by  the  chairman  of  the  state 
corporation  commission,  which  is  also  a  state  tax  commission. 
About  three  weeks  prior  to  the  election  he  issued  a  general 
statement  attacking  the  amendment  in  a  vigorous  manner. 

The  proposition  lost  out  b}'  a  vote  of  50,520  to  68,148.  The 
corporation  commission  interprets  the  meaning  of  the  vote 
to  be  "  that  the  people  of  this  state  (North  Carolina)  prefer 
to  continue  the  constitutional  requirement  that  all  property 
shall  be  taxed  according  to  a  uniform  rule  rather  than  to 
adopt  differing  schedules  for  different  classes  of  property." 

I  live  a  long  way  from  North  Carolina  and  do  not  pre- 
sume to  dispute  this  conclusion.  But  I  note  that  ten  separ- 
ate propositions  to  amend  the  constitution  of  North  Carolina 
were  submitted  to  the  people  at  one  and  the  same  time,  No- 
vember 3,  1914.  Each  and  every  one  was  defeated.  Having 
observed  at  home  the  general  results  of  elections  under  similar 
conditions,  I  am  positive  that  where  as  many  as  ten  separate 
propositions,  some  of  involved  and  complicated  character,  are 
placed  before  the  electorate  at  one  time,  thousands  upon 
thousands  of  voters,  not  having  time  or  opportunity  for  satis- 
factory investigation  of  the  issues,  confused  by  the  random, 
claims  of  contending  factious,  play  the  game  safe  and  either 
vote  "  No  "  on  everything  or  do  not  vote  at  all. 

Oregon 

Of  twenty-nine  measures  submitted  to  the  electorate  of 
Oregon  in  November,  1914,  six  were  propositions  to  amend  the 
constitution  with  respect  to  taxation.  Such  an  assortment  of 
tax  schemes  was  presented  that  it  seems  most  every  voter 
should  have  been  able  to  find  something  fitting  his  ideas  or 
convictions. 
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One  amendment,  championed  by  the  Socialist  party  and 
proposed  by  initiative  petition,  provided  for  the  creation  of 
a  Department  of  Industry  and  Public  Works.  It  was  speci- 
fied that  funds  for  the  department  should  be  "  derived  from 
a  tax  upon  the  estates  of  deceased  persons  appraised  at 
$50,000  or  more  in  value, ' '  which  tax  should  ' '  not  be  less  than 
ten  per  cent"  and  might  be  "graduated  above  that  percentage 
by  law." 

This  proposition  did  not  seem  to  attract  much  attention 
during  the  campaign,  but  in  the  final  analysis  it  fared  about 
as  well  as  some  others  more  seriously  discussed ;  it  went  down 
to  defeat  by  a  vote  of  57,859  to  126,201. 

The  single-taxers  of  Oregon  exerted  a  strenuous  effort  last 
year  in  support  of  a  measure  known  as  the  "$1500  Tax 
Exemption  Amendment."  It  was  placed  on  the  ballot  by 
initiative  petition  and  in  its  principal  parts  read  as  follows: 

Every  person  is  exempt  from  tax  on  fifteen  hundred  dollars  of  the 
total  assessed  value  of  his  or  her  dwelling  house,  household  furniture, 
livestock,  machinery,  orchard  trees,  vines,  bushes,  shrubs,  nursery  stock, 
merchandise,  buildings  and  other  improvements  on,  in  and  under  his  or 
her  lands  made  by  clearing,  ditching  and  draining. 

It  is  especially  intended  to  include  within  this  fifteen  hundred  dollar 
exemption  all  Kinds  of  personal  property  and  all  said  land  improve- 
ments made  for  the  greater  convenience  and  attractiveness  of  the  home 
or  the  gaining  of  a  livelihood. 

This  proposition  was  the  storm  center  of  our  1914  tax 
fight.  And  let  me  say  that  a  fight  over  an  amendment  head- 
ing toward  single-tax  in  Oregon  is  some  fight.  In  our  con- 
ference at  Denver  last  year  one  of  the  speakers  made  a  per- 
tinent remark  about  the  use  of  dum-dum  bullets.  When  a 
single-tax  fight  is  on  in  Oregon  neither  side  stops  with  dum- 
dum bullets;  asphyxiating  gases  and  burning  oils  are  used 
and,  occasionally,  wells  are  poisoned. 

W^ien  the  votes  were  counted  after  the  battle  it  was  found 
that  the  $1500  Tax  Exemption  Amendment  "  had  failed  by 
65,495  to  136,193. 

Another  proposition,  initiated  by  a  secondary  faction  of 
the  single-taxers,  was  known  as  the  ' '  Specific  Personal  Gradu- 
ated Extra-Tax  Amendment."      This  measure  sought  to  im- 
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pose   "annual   graduated   specific   taxes"    on   the   "assessed 
values  of  land  and  natural  resources"  as  follows: 

First,  upon  every  person  owning  land  and  natural  resources  and  inter- 
est therein  the  total  assessed  value  of  which  is  greater  than  twenty-five 
thousand   dollars: 

50  cents  on  each  $100  above  $25,000  and  not  above  $50,000;  and  in 
addition  thereto: 

$1.00  on  each  $100  above  $50,000  and  not  above  $75,000;  and  in 
addition  thereto: 

$2.00  on  each  $100  above  $75,000  and  not  above  $100,000;  and  in 
addition  thereto: 

$3.00  on  each  $100  on  all  above  $100,000. 

It  was  further  provided  that  "  The  said  specific  tax  upon  the  owners 
does  not  exempt  any  of  the  aforesaid  land  values  from  the  regular 
general  and  special  tax  levies  of  the  taxing  districts  in  which  the  prop- 
erty is  located." 

This  proposition  drew  some  fire  from  those  opposing  single- 
tax,  but  the  battle  was  by  no  means  so  fierce  as  that  waged 
over  the  $1500  exemption  amendment.  Like  the  latter  it  went 
down  to  defeat,  59,186  to  124,943. 

A  fourth  tax  measure,  also  proposed  by  initiative  petition, 
was  designated  as  the  "Equal  Assessment  and  Taxation  and 
$300  Exemption  Amendment."  This  proposition  was  of  re- 
actionary tendency.  It  reaffirmed,  in  substance,  the  general 
property  tax  requirement  of  the  constitution  and  added  per- 
mission for  "such  nominal  exemption  as  may  be  uniformly 
made,  not  to  exceed  in  value  the  sum  of  three-hundred 
dollars." 

The  real  design  of  the  amendment  was  to  fasten  the  general 
property  tax  on  Oregon  for  keeps,  in  a  provision  as  follows : 

This  section  shall  not  be  amended  or  repealed  except  by  a  two-thirds 
vote  of  all  electors  who  may  vote  on  such  issue  in  any  general  or  special 
election,  duly  called,  wherein  a  change  in  the  system  of  assessment  and 
taxation  is  proposed. 

This  amendment  fared  no  better  than  other  tax  propositions 
on  the  ballot,  losing  by  a  vote  of  43,280  to  140,507. 

We  come  now  to  the  classification  amendments  referred  to 
the  people  by  the  legislative  assembly  of  1913.  Two  separate 
sections,  in  different  articles  of  the  Oregon  Constitution,  im- 
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pose  the  general  property  tax  system.  In  attempting  to  se- 
cure changes  designed  to  permit  classification  in  taxation,  it  is 
necessary  to  vote  on  two  separate  propositions.  Both  of  the 
amendments  referred  were  short  and  of  general  character, 
leaving  details,  in  the  event  of  their  adoption,  for  later  statu- 
tory enactment.  The  longer  and  principal  amendment  read 
as  follows : 

The  Legislative  Assembly  shall,  and  the  people  through  the  initiative 
may,  provide  by  law  uniform  rules  of  assessment  and  taxation.  Taxes 
shall  be  levied  on  such  subjects  and  in  such  manner  as  shall  be  prescribed 
by  general  law.  Reasonable  classifications  of  the  subjects  of  taxation 
may  be  provided,  and  specific  taxes  may  be  imposed.  Taxes  may  be 
imposed  on  incomes,  from  whatever  source  or  sources  derived ;  such 
taxes  may  be  either  proportional  or  graduated  and  progressive,  and 
reasonable   exemptions   may  be   provided. 

The  Oregon  Tax  Commission  was  largely  instrumental  in 
securing  reference  of  the  Classification  amendments  to  the 
people  and  made  such  efforts  as  opportunity  permitted  to 
bring  them  to  the  favorable  consideration  of  the  voters.  On 
the  other  hand  the  measures  were  opposed  by  interests  similar 
to  those  which  attacked  the  classification  amendments  in 
Kansas  and  Nebraska.  But  the  most  serious  opposition  en- 
countered was  that  of  general  indifference  and  the  disposition 
to  vote  "  No  "  on  everything,  in  view  of  the  great  number  and 
variety  of  measures  on  the  ballot.  Only  a  few  "  burning 
issues  "  were  able  to  attract  any  large,  measure  of  public 
attention.  Like  all  the  other  tax  propositions,  the  two  classi- 
fication amendments  went  do^^^l,  one  being  defeated  59,206 
to  116,490,  the  other  52,362  to  122,704. 

The  ballot  titles  under  which  these  two  amendments  ap- 
peared were  to  their  disadvantage.  To  say  that  a  proposal 
is  designed  to  abolish,  or  substitute  something  else  for,  the 
old  time-honored  (though  impossible)  rule  of  equality  and 
uniformity  in  assessment  and  taxation,  gives  it  a  black  eye 
right  at  the  start.  To  one  not  trained  in  the  fundamentals  of 
taxation,  words  and  form  are  often  of  more  influence  than 
facts  and  substance. 

Again,  there  have  been  so  many  tax  measures  proposed  and 
so  many  schemes  placed  before  the  people  of  Oregon  in  recent 
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years,  that  voters  have  naturally  become  suspicious  of  every- 
thing containing  the  words  ''  tax  "  or  "  taxation."  Taxes 
have  become  a  very  serious  burden  and  many  look  on  every 
proposal  in  taxation  as  only  a  scheme  whereby  they  might  be 
required  to  pay  more.  That  no  fine  discrimination  was  exer- 
cised in  voting  on  tax  propositions  is  shoAvn  by  the  fact  that 
the  two  amendments  to  permit  classification  were  defeated 
and,  at  the  same  time,  other  tax  measures  of  opposite  tendency 
or  purpose  were  defeated  by  similar  or  even  greater 
majorities. 

North  Dakota 

We  are  hardly  prepared  for  the  news  from  North  Dakota, 
to  the  effect  that  a  wide-open  classification  amendment  was 
adopted  at  the  election  in  1914  by  a  vote  of  45,162  in  its  favor- 
and  18,135  against  it.  The  part  of  the  amendment  which 
deals  with  classification  reads: 

"  Taxes  shall  be  uniform  upon  the  same  class  of  property." 
I  am  told  that  "  very  little  interest  was  taken  in  the  matter 
at  the  polls  and  no  particular  campaign  was  made  for  or 
against  the  amendment,  although  an  attempt  was  made  to 
interest  the  people  to  vote  in  favor  of  it."  The  session  of  the 
North  Dakota  Legislature,  following  the  adoption  of  the 
amendment,  did  not  enact  any  general  plan  classifying  prop- 
erty for  taxation.  However  a  law  was  passed  to  tax  money 
and  credits  at  a  flat  rate  of  two  mills  on  the  dollar. 

New  Mexico 

A  tax  amendment  of  considerable  length,  containing  seven 
sections,  Avas  submitted  to  the  people  of  New  Mexico  in  1914. 
Most  of  the  sections  merely  repeated  existing  constitutional 
provisions  or  made  minor  changes.  The  principal  part  of 
the  amendment,  providing  for  classification,  is  as  follows: 

"  Taxes  levied  upon  tangible  property  shall  be  in  propor- 
tion to  the  value  thereof,  and  taxes  shall  be  equal  and  uniform 
upon  subjects  of  taxation  of  the  same  class." 

There  was  no  fight  over  the  proposition  and  no  particular 
campaign,  one  way  or  another.  Notwithstanding  this  situ- 
ation, or  perhaps  on  account  of  it,  the  amendment  was  ap- 
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proved  by  a  majority  at  the  polls  and  is  now  a  part  of  the 
Constitution  of  New  Mexico. 

Missouri 

Fifteen  constitutional  amendments,  covering  a  great  variety 
of  subjects,  were  voted  on  in  Missouri  last  year  and  all  were 
voted  down  by  decisive  majorities.  A  so-called  tax  amend- 
ment, which  "  proposed  to  amend  the  initiative  and  referen- 
dum law  to  restrict  the  submission  of  *  single-tax  '  measures 
and  making  certain  other  provisions  affecting  the  use  of  said 
law,"  was  defeated  in  a  vote  of  138,039  to  334,310. 

I  am  told  that  no  very  definite  meaning  can  be  attached 
to  the  defeat  of  this  so-called  tax  amendment.  The  people 
of  Missouri,  like  those  of  some  other  states,  seem  to  have  ac- 
quired the  "  Vote  No  "  habit. 

California 

Five  propositions  for  constitutional  amendments  relating 
to  taxation  were  voted  on  in  California  last  November.  The 
four  that  carried  are  generally  regarded  as  of  minor  import- 
ance. One  abolishes  poll  taxes  of  every  kind ;  another  exempts 
shipping  from  taxation ;  another  exempts  ' '  any  educational 
institution  of  collegiate  grade  ' ' ;  the  fourth  provides  for  the 
taxation  of  certain  real  property  of  one  city  or  county  when 
located  in  another  taxing  district. 

The  amendment  defeated  was  the  one  to  which  the  greatest 
interest  attached.  It  was  entitled  "  Local  Taxation  Exemp- 
tion ",  but  was  more  commonly  known  as  the  Home  Rule 
Amendment,  and  read  as  follows: 

Any  county,  city  and  county,  city  or  town,  may  exempt  from  taxation 
for  local  purposes  in  whole  or  in  part,  any  one  or  more  of  the  following 
classes  of  property:  improvements  in,  on,  or  over  land;  shipping;  house- 
hold furniture;  livestock;  merchandise,  machinery;  tools;  farming  im- 
plements; vehicles;  other  personal  property  except  franchises.  Any 
ordinance  or  resolution  of  any  county,  city  and  county,  city  or  town, 
exempting  property  from  taxation,  as  in  this  section  provided,  shall  be 
subject  to  a  referendum  vote  as  by  law  provided  for  ordinances  or  reso- 
lutions. Taxes  levied  upon  property  not  exempt  from  taxation  shall 
be  uniform. 

An  energetic  fight  for  this  amendment  was  made  by  an 
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organization  calling  itself  the  "  California  League  for  Home 
Eule  in  Taxation,"  In  fact  the  chief  proponents  of  the 
measure  were  the  single-taxers,  who  enjoyed  the  assistance 
of  representatives  of  the  Fels  Fund  Commission. 

In  opposition  a  so-called  "Anti-Single  Tax  League  "  con- 
ducted an  active  campaign,  in  which  it  had  the  assistance  of 
many  organizations  and  individuals  with  similar  interests 
and  ideas. 

I  am  informed  that  it  was  a  typical  single-tax  fight,  with 
neither  side,  as  usual,  observing  strictly  the  rules  of  polite, 
or  even  civilized,  warfare. 

When  the  returns  came  in  it  was  found  that  the  proposed 
amendment  had  been  rejected  by  a  vote  of  267,618  to  375,634. 
A  proposition  almost  identical  to  this  one  Avas  defeated  in 
1912  by  a  vote  of  169,321  to  243,959.  The  home-rule  advo- 
cates  attempted  to  have  the  amendment  submitted  again,  by 
the  legislature  of  1915,  but  failed.  So  far  as  election  returns 
indicate,  home  rule  in  taxation  is  not  gaining  popularity  in 
California  rapidly  enough  to  be  noted  by  the  naked  eye. 

Conclusion 

Viewing  the  entire  field  of  the  1914  elections  on  constitu- 
tional amendments  relating  to  taxation,  it  is  apparent  that 
the  results  in  most  cases  were  influenced  largely  by  local 
conditions.  Comparisons  and  contrasts,  in  an  effort  to  ex- 
plain why  and  wherefore,  would  be  tedious  and  not  worth 
while. 

But  it  seems  that  one  general  meaning  of  these  1914  elec- 
tions may  be  noted  without  starting  an  argument.  Many 
states  which  are  still  worrying  along  with  archaic  general 
property  tax  systems,  can  hardly  hope  for  relief  therefrom 
until  sound  and  rational  tax  reform  becomes  a  more  popular 
and  burning  issue. 

Year  after  year  we  meet  in  these  conferences,  exchange 
ideas  and  come  to  substantial  agreement  on  certain  fundamen- 
tals of  tax  reform.  Principles  which  we  indorse  with  practi- 
cal unanimity  are  embodied  in  formal  resolutions,  as,  for 
instance,  the  one  quoted  at  the  beginning  of  this  paper, 
favoring  the  amendment  of  state  constitutions  to  permit  the 
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reasonable  classification  of  property  for  taxation.  But  when 
an  amendment,  clearly  having  that  single  purpose  in  view,  is 
submitted  to  the  people  of  a  state,  it  usually  encounters  the 
quiet  opposition  of  many  interests  ever  fearful  that  the 
special  privileges,  enjoyed  by  them  under  the  existing  system 
of  taxation,  may  be  disturbed  or  abolished ;  it  also  encounters 
the  still  more  important  opposition  of  some  ignorance  and 
greater  indifference. 

Tax  reform  ideas  have  been  revolving  in  circles  entirely 
too  small  for  the  accomplishment  of  the  most  practical  re- 
sults. If  improvements  in  tax  systems  and  methods,  indorsed 
by  the  best  economic  thought  and  administrative  experience, 
are  to  be  effected  in  any  large  degree,  the  absolute  need  for 
such  improvments  must  be  brought  home  in  a  pointed  manner 
to  the  great  body  of  individual  taxpayers  and  voters. 
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For  some  years  past  there  has  been  a  great  demand  for 
the  annual  compilation  of  state  statistics  similar  in  scope  to 
those  collected  for  cities  having  over  30,000  inhabitants.  The 
decennial  investigation  of  wealth,  debt,  and  taxation,  covering 
the  fiscal  year  1913,  which  was  completed  early  this  year,  has 
brought  forth  many  additional  requests  for  the  continued 
collection  of  statistics  of  states  as  well  as  of  other  civil  divis- 
ions. The  matter  was  brought  to  the  attention  of  the  Secre- 
tary of  Commerce,  with  the  result  that  an  order  directing 
the  collection  of  financial  statistics  of  states  was  issued  June 
21,  1915.  The  results  of  the  work  contemplated  will  com- 
prise comparable  statistics  on  (1)  total  and  per-capita  receipts 
from  revenues,  in  detail;  (2)  total  and  per-capita  payments 
for  expenses,  interest,  and  outlays,  in  detail;  (3)  assets  and 
liabilities;  and  (4)  total  and  per-capita  assessed  valuation  of 
property  subject  to  taxation,  tax  levies,  methods  of  assessment, 
etc.  Definitions  of  accounting  terminology,  instructions  for 
uniform  classification  of  accounts,  and  kindred  subjects  will 
also  be  presented. 

A  tentative  schedule  was  prepared  after  the  statistician  in 
charge  of  the  investigation  had  made  visits  to  a  number  of 
prominent  state  oflScials  and  others  interested  in  this  subject 
throughout  the  country  to  obtain  their  co-operation  and  sug- 
gestions in  respect  to  the  various  problems  confronting  the 
office  in  presenting  these  statistics  for  the  first  time.  The 
bureau  is  very  anxious  to  make  this  schedule  as  nearly  perfect 
as  possible,  and  welcomes  expert  aid. 

The  classification  of  revenues  and  expenditures  called  for 
by  the  state  schedule  follows,  in  a  general  way,  the  classi- 
fication called  for  by  the  schedule  used  in  the  collection  of 
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financial  statistics  of  cities  of  over  30,000.  The  principal 
departure  is  in  adding  the  division,  "  Development  and  con- 
servation of  natural  resources."  This  will  include  agricul- 
ture, divided  into  a  number  of  subdivisions,  forestry,  geologi- 
cal surveys,  propagation  of  fish  and  game,  and  other  de- 
velopment and  conservation  work  carried  on  in  the  several 
states.  There  is  also  a  change  in  the  division,  ' '  Protection  to 
person  and  property. ' '  This  division  will  include  a  new  classi- 
fication, "  Regulations  for  protection  to  person  and  prop- 
erty," which  will  be  divided  into  "  Financial,"  "  Public 
utilities,"  "  Labor  protection,"  etc.  The  functions  of  the 
supervisory  commissions  or  officials  will  be  stated  in  the  text. 

It  is  the  plan  to  begin  the  collection  of  state  statistics  by 
the  use  of  a  series  of  work  sheets,  recording  detailed  receii)ts 
and  payments,  with  a  description  of  each  item,  on  these  sheets, 
and  the  final  schedule  will  not  be  adopted  until  after  such 
data  have  been  collected  in  several  states,  so  that  the  bureau 
may  be  able  to  determine  the  kinds  of  receipts  and  payments 
which  occur  most  frequently. 

The  statistics  collected  at  the  investigation  of  wealth,  debt, 
and  taxation,  1913,  were  published  in  a  series  of  bulletins, 
which  included  one  entitled  "  National  and  state  revenues 
and  expenditures,  1913  and  1903,  and  public  properties  of 
states,  1913."  The  state  revenues  and  expenditures  were 
not,  however,  shown  in  this  bulletin  in  much  detail,  and  while 
there  was  a  comparison  of  totals,  by  geographic  divisions,  no 
figures  were  published  for  the  individual  states  which  will 
admit  of  comparison,  for  each  department,  of  services  ren- 
dered and  expenditures  made  for  different  kinds  of  work. 

As  already  stated,  the  secretary  of  commerce  has  issued 
an  order  authorizing  the  collection  of  state  statistics  for  the 
fiscal  year  1915.  If  these  statistics  are  to  be  collected  amiu- 
ally,  however,  the  work  must  be  authorized  by  act  of  congress. 
This  matter  will  be  brought  to  the  attention  of  the  census 
committees  of  the  house  and  senate  when  congress  re-convenes 
this  year. 

A  number  of  complications  will  arise  in  tabulating  the  state 
statistics  collected,  and  members  of  this  association  have 
kindly  consented  to  assist  the  bureau  in  every  way  possible 
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in  determining  upon  the  best  manner  of  presentation.  The 
principal  difficulty  to  be  encountered  will  arise  from  the  fact 
that  functions  discharged  by  a  state  government  in  one  state 
may  be  carried  on  by  the  governments  of  minor  civil  divisions 
in  other  states.  For  this  reason,  therefore,  it  will  be  ex- 
tremely difficult  to  present  comparable  figures.  A  complete 
description  of  the  functions  of  the  several  state  governments 
will  be  given  in  the  text,  however,  so  that  with  this  added 
information  correct  conclusions  may  be  arrived  at  and  ap- 
parent inconsistencies  will  disappear. 

It  Avas  originally  intended  that  this  paper  should  be  de- 
voted to  the  actual  results  of  the  collection  of  financial  statis- 
tics of  states  for  the  year  1914,  but  this  is  impracticable  at 
present,  as  so  few  state  schedules  have  been  completed.  There 
are  given  below  three  tables  compiled  from  the  recent  report 
on  wealth,  debt,  and  taxation.  These  tables  present  com- 
parisons between  states  and  other  civil  divisions,  and  bring 
out  some  interesting  facts  pertaining  to  revenues  and  ex- 
penditures for  the  years  1913  and  1903. 

Table  1  shows  the  exact  revenue  receipts  and  governmental 
cost  payments,  in  1913  and  1903,  for  the  federal  government, 
for  the  forty-eight  states,  for  counties,  and  for  incorporated 
places  of  8,000  and  over,  and,  in  addition,  the  estimated 
revenue  receipts  and  governmental  cost  payments  for  incor- 
porated places  of  less  than  8,000  and  for  all  other  civil 
divisions.  The  1913  statistics  include  definite  data  for  all 
incorporated  places  of  2,500  and  over;  but  for  1903  only 
municipalities  of  over  8,000  were  reported.  Both  the  1913 
and  the  1903  figures  for  incorporated  places  of  less  than 
2,500  and  for  other  minor  civil  divisions  are,  of  course, 
strictly  estimates,  those  for  1913  being  based  on  the  estimates 
for  1903. 

The  most  striking  facts  brought  out  in  Table  1  are  the 
enormous  increases  in  the  cost  of  government  from  1903  to 
1913.  The  increase  for  the  states,  105.9  per  cent,  was  at  a 
greater  rate  than  for  any  of  the  other  divisions,  which  may 
mean  not  only  that  the  same  functions  exercised  in  1903  were 
carried' on,  at  increased  expenses,  in  1913,  but  also  that  a 
number  of  functions  had  been  added  during  the  ten-year 
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period.  This  is  knoAvn  to  be  true  of  many  of  the  states.  The 
increase  in  the  expenditures  of  incorporated  places  of  8,000 
and  over  was  next  largest,  being  103.2  per  cent ;  the  increase 
for  incorporated  places  of  less  than  8,000  and  other  minor 
civil  divisions  was  100  per  cent ;  the  counties  follow  with  95.2 
per  cent;  and  the  federal  government  shows  the  smallest  in- 
crease, 54.5  per  cent.  The  average  for  all  divisions  was  85,2 
per  cent. 

The  increase  in  revenues  between  1903  and  1913  was  less 
pronounced  than  the  increase  in  governmental  cost  payments, 
by  reason  of  the  fact  that  the  excess  of  payments  over  receipts 
was  greater,  both  absolutely  and  relatively,  in  the  later  year 
than  in  the  earlier.  The  amount  of  this  excess  furnishes  an 
approximate  measure  of  the  excess  of  receipts  from  the  issue 
of  debt  obligations  over  payments  for  redemption  of  such  obli- 
gations, and  shows  to  what  extent  the  civil  divisions  are  plac- 
ing upon  the  future  the  cost  of  present  permanent  improve- 
ments. It  should  be  noted  that  these  revenue  receipts  and 
governmental  cost  payments  necessarily  include  a  few  dupli- 
cations, such  as  subventions  and  grants  by  one  division  of 
government  to  another — made  principally  by  the  federal  gov- 
ernment to  the  states  and  by  the  states  to  their  minor  civil 
divisions — and  certain  service  transfers  and  other  transactions 
between  departments.  These  duplications  for  1913  would 
probably  run  from  $80,000,000  to  $100,000,000,  but  would  not 
materially  affect  the  percentages  of  increase,  since  they  formed 
approximately  the  same  proportions  of  revenues  and  expendi- 
tures in  1903.  The  total  subventions  from  the  federal  govern- 
ment to  the  states,  and  from  the  states  to  the  counties  and 
incorporated  places  of  2,500  and  over,  amounted  to  $78,000,000 
in  1913. 

Table  2  is  a  per-capita  table  based  on  the  figures  shown 
in  Table  1,  and  presenting  in  addition  a  segregation  of  out- 
lays from  expenses  and  interest. 

The  comments  on  Table  1  will  apply  largely  to  this  table. 

Table  3  shows,  for  the  federal  government,  the  states,  the 
counties,  and  incorporated  places  of  over  8,000,  the  per  capita 
excess  of  governmental  cost  payments  over  revenue  receipts, 
or  of  revenue  receipts  over  governmental  cost  payments,  as 
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well  as  the  per  capita  excess  of  revenue  receipts  over  payments 
for  expenses  and  interest — that  is,  over  governmental  cost 
payments  exclusive  of  those  made  for  outlays. 

TABLE  :^.— PER  CAPITA  EXCESS  (1)  OF  TOTAL  GOVERNMENTAL 
COST  PAYMENTS  OVER      OTAL  REVENUE  RECEliTS, 
(2)  OF  TOTAL  REVENUE  RECEIPTS  OVER  TOTAL 
GOVERNMENTAL  COST  PAYMENTS,  AND  (3)  OF 
TOTAL  (REVENUE  RECEIPlSOVER  PAY- 
MENTS FOR  EXPENSES  AND  IN- 
TEUEST:  1913  AND  19ii:i 


1913. 

,                           1903. 

1 

Per  capita  excess  of 

1 

Per  capita  excess  of 

Per  capita 

totiii  revenue 

Per  capita 

total  revenue 

f  xce^s  of 

receipts  over 

excess  ot 

receipts  over 

Division  of 

total    «ov- 

total  Kiiv- 

Government. 

eriimeiital  

ernmental 

f()>t  i>ay- ; 

cost  vmy- 

nieiits 

Payments 

ments 

Payments 

over  t..t.il  Total  gov- 

f..r 

oviT  total 

Total  gov- 

f.r 

reveiMie    eriiniental 

expenses 

revenue 

ernmental 

expenses 

receipts.  '      ''"^^  . 

and 

receipts. 

cost 

and 

paymeuis. 

interest. 

j 

payments. 

iuterest. 

Total 

$1.69 

$5.27 

SO.  11 

.... 

$2.67 

Federal 

$0.01 

o.e? 

$0.50 

0.70 

States  

0.1.5 

0.35 

L  .  .  . 

0.04 

0.07 

Counties 

0.17 

0.88 

0.02 

0.29 

Incorporated  places 

of  SOOO  and  over. 

3  34 

0.U4 

1.91 

.... 

3.78 

This  table  brings  out  very  plainly  the  fact  that  for  all 
divisions  of  government,  with  the  exception  of  the  federal, 
there  was  in  1913  an  excess  of  governmental  cost  pajTnents 
over  revenue  receipts,  and  that  for  the  federal  government 
the  excess  of  revenue  receipts  was  only  one  cent  per  capita. 
The  payments  for  expenses  and  interest,  however,  are  in 
each  case  less  than  the  revenue  receipts.  The  excess  of  gov- 
ernmental cost  payments  over  revenue  receipts  for  the  states 
and  minor  divisions,  therefore,  is  accounted  for  by  payments 
for  outlays.     This  excess  is  met  by  the  issuance  of  debt  obli- 
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gations.  While  these  expenditures  for  construction  may  be 
for  admirable  purposes,  the  fact  remains  that  the  states, 
counties,  and  municipalities  are  spending  each  year  more 
than  they  obtain  from  their  revenues. 

There  was  an  increase  of  net  indebtedness — that  is,  gross 
indebtedness  less  sinking-fund  assets — both  total  and  per 
capita,  for  each  division  of  government  for  1903  to  1913, 
except  in  the  case  of  the  federal  government,  for  which 
there  was  a  decrease  of  $1.63  per  capita,  although  the  total 
increased.  The  per  capita  indebtedness  of  the  states  increased 
from  $3.03  to  $3.57,  and  of  the  counties  from  $2.80  to  $4.33 ; 
while  for  the  municipalities  and  other  civil  divisions  there  was 
a  still  greater  relative  increase,  the  per  capita  amount  for 
municipalities  alone  reaching  $54.27  in  1913.  The  per  capita 
net  debt,  for  all  divisions  of  government  combined,  increased 
from  $35.99  in  1902  to  $49.97  in  1913.  The  per  capita  pay- 
ments for  interest  by  all  divisions  of  government  combined 
practically  doubled  in  the  ten  years. 

The  director  of  the  census  fully  appreciates  the  importance 
of  these  statistics  and  is  very  anxious  to  have  them  collected 
and  presented  in  such  a  manner  as  to  insure  the  closest  pos- 
sible approach  to  complete  comparability.  The  annual  visits 
of  the  bureau's  agents  to  the  state  capitals  will  serve  to  in- 
crease and  crj^stallize  the  local  interest  in  efficient  and  up-to- 
date  methods  of  accounting;  and  the  hearty  co-operation  of 
the  state  officials  is  counted  on  to  furnish  the  remaining  factor 
necessary  to  the  accomplishment  of  the  desired  end. 


TAX  LIMIT  LAWS 
A.  C.  Peckinpaugh 

state  Tax  Commissioner,  Columbus,  Ohio 

The  necessity  for  tax  limit  laws  has  been  brought  about 
by  the  belief  on  the  part  of  the  people  generally  that  public 
affairs  are  not  administered  upon  a  sound  economical  basis; 
that  public  officials  having  to  do  with  the  expenditure  of  tax 
revenues  are  prone  to  extravagance  and  recklessness,  and  are 
in  some  instances  even  charged  with  ''  grafting  ". 

Many  methods  of  correcting  these  conditions  have  been  sug- 
gested, among  others,  that  of  limiting  the  tax  rate  or  the 
amount  of  taxes  assessed  by  legislative  enactment  or  con- 
stitutional amendment.  The  public  expenditures  for  state 
and  local  government  have  increased  so  enormously  in  recent 
years  that  the  question  of  curbing  them  has  become  somewhat 
acute.  In  the  earlier  historj^  of  this  country  the  requirements 
of  the  population  were  few,  and  taxes  were  comparatively  in- 
significant, anad  it  is  only  in  comparatively  recent  years  that 
serious  consideration  has  been  given  to  the  ever-increasing 
public  expenditures  and  the  consequent  increase  in  taxes. 

"While  there  has  been  some  complaint  along  this  line,  it  has 
been  of  a  spasmodic,  unorganized  character,  confined  to 
charges  of  extravagance,  wastefulness  and  graft,  and  has 
rarely  crystalized  into  auj^  definite  method  of  dealing  with 
the  subject.  No  public  question  with  which  I  am  familiar 
demands  more  careful  effort  on  the  part  of  organizations  such 
as  the  National  Tax  Association. 

While  in  recent  years  we  hear  much  of  home  rule  in  taxation 
as  well  as  other  matters,  I  believe  it  to  be  a  pretty  well 
established  rule  that  states  through  their  legislative  bodies 
should  govern  the  levying  of  taxes.  As  the  various  sub- 
divisions of  the  state  acquire  the  right  to  levy  taxes  b}'  grant 
of  the  state,  the  right  to  control  the  extent  of  that  levy  should 
be,  and  is,  inherently  in  the  state. 
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By  consultiug  statistics  it  will  be  found  that  the  increase 
in  public  expenditures  in  the  past  two  decades  has  been  by- 
leaps  and  bounds  and  is  out  of  all  proportion  to  the  increase 
in  population  or  wealth.  I  call  your  attention  to  some  figures 
published  in  the  last  annual  report  of  the  auditor  of  the  state 
of  Ohio,  which  may  be  somewhat  of  an  index  to  conditions 
in  other  states. 

During  the  period  of  fifteen  years  from  1900  to  1914,  in- 
clusive, the  population  of  the  state  of  Ohio  increased  from 
4,157,000  in  1900  to  approximately  5,000,000  in  1914— an 
increase  of  20.28  per  cent.  The  amount  of  taxes  collected 
by  the  state  and  its  various  subdivisions  increased  from 
$45,896,662  in  1900  to  $111,054,878  in  1914— or  142  per  cent. 
These  figures  do  not  include  local  fines,  licenses  and  assess- 
ments. The  amount  of  the  debt  of  the  various  subdivisions 
of  the  state  increased  from  $96,193,000  in  1900  to  $293,099,019 
in  1914 — or  205  per  cent.  The  state  itself  has  no  bonded 
debt. 

It  is  such  figures  as  these  that  cause  citizens  who  interest 
themselves  in  such  matters  to  insist  that  some  way  must  be 
devised  to  put  a  stop  to  this  enormous  and  seemingly  un- 
necessary increase  in  public  expenditures. 

Much  attention  has  been  given  to  various  systems  of  taxa- 
tion, with  a  view  to  determining  the  best  subjects  to  be  taxed 
and  devising  means  for  the  most  equitable  distribution  of 
the  tax  burden.  This  organization  has  been  considering  this 
branch  of  the  tax  problem  for  years,  and  it  will  hardly  be 
necessary  for  me  to  call  attention  to  the  fact  in  passing  that 
this  phase  of  the  subject  is  by  no  means  settled,  notwithstand- 
ing that  it  has  had  the  earnest  consideration  of  many  of  the 
best  minds  of  the  country. 

Is  the  proper  distribution  of  the  burden  (to  which  so  much 
attention  has  been  given)  of  any  greater  importance  than  the 
weight  of  the  burden?  It  may  be  claimed  that  if  properly 
distributed  the  burden  will  not  be  heavy.  This  statement 
may  have  some  element  of  truth  in  it,  but  it  is  equally  true 
that  any  tax  burden  is  too  heavy  just  to  the  extent  that  any 
part  of  it  is  unnecessary.  If  a  little  consideration  be  given 
to  the  subject  I  believe  it  will  be  found  that  the  burden  itself 
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is  quite  as  important  as  its  proper  distribution.  However 
this  may  be,  it  must  be  admitted  that  it  is  sufficiently  momen- 
tous to  demand  immediate  attention,  or,  from  the  statistics  I 
have  quoted,  it  may  in  time  become  too  heavy  to  bear,  how- 
ever it  may  be  distributed.  Should  not  the  effort  of  such 
organizations  as  this  be  not  only  to  equalize  the  burden  but 
materially  to  lighten  it?  It  would  seem  that  the  two  pro- 
positions go  hand-in-hand. 

Tax  limit  laws  are  enacted  not  only  to  curb  public  expendi- 
tures, but  it  is  contended  that  in  states  having  the  uniform 
general  property  tax  if  rates  are  limited  it  will  result  in 
bringing  intangible  property  onto  the  tax  list.  It  may  Avell 
be  doubted,  however,  in  the  light  of  experience,  whether  the 
seasoned  "  tax  dodger  "  can  be  "  coaxed  "  into  a  voluntary 
declaration  of  his  intangible  property  for  taxation  by  a  tax- 
rate  no  lower  than  can  safely  be  provided  by  a  tax  limit 
law  under  a  constitutional  provision  requiring  the  taxation 
of  all  forms  of  property  by  a  uniform  rule. 

As  an  example  of  the  results  of  the  operation  of  tax 
limitation  laws  permit  me  to  call  attention  to  Ohio's  experi- 
ence with  the  most  far-reaching  law  which  has  come  to  my 
knowledge. 

In  an  effort  to  eliminate  graft  and  extravagance  in  public 
office,  Ohio  was  the  first  state  to  adopt  a  system  of  state 
supervision  of  public  accounts  and  expenditures.  This  act 
was  passed  in  1902,  and  has  resulted  in  returning  to  the 
various  public  treasuries  millions  which  had  been  illegally 
expended  and  has  prevented  other  millions  from  being  so 
expended. 

It  was  some  years  later  when  the  act  commonly  known  as  the 
"  Smith  One  Per  Cent  Law  "  was  passed  by  the  legislature.' 
In  order  that  it  may  be  fully  understood  it  seems  advisable 
to  briefly  review  the  history  of  recent  tax  legislation  in  Ohio. 

Prior  to  the  year  1910  real  estate  was  assessed  decennially 
and  personal  property  annually.  In  1909  the  general  as- 
sembly provided  for  quadrennial  assessment  of  real  estate,  and 
the  first  assessment  was  made  in  the  year  1910.  In  years 
prior  to  this  quadrennial  assessment  of  real  estate  a  number 
of  honorary  tax  commissions  had  been  appointed  by  various 
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governors  to  suggest  ways  and  means  of  improving  the  state's 
antiquated  system  of  taxation.  As  a  result  of  the  labors  of 
these  various  commissions,  a  movement  was  started  in  1909, 
just  prior  to  the  quadrennial  assessment  of  real  estate,  for 
full- value  assessments.  This  movement  was  given  strong  im- 
petus by  the  active  efforts  of  the  then  governor  of  the  state. 
In  order  to  bring  about  a  full-value  assessment  of  the  property 
of  railroads  and  other  public  utilities  and  to  provide  for  a 
proper  equalization  of  the  values  of  real  estate,  in  the  yerir 
1910  (in  the  midst  of  the  quadrennial  assessment),  an  act  was 
passed  creating  a  state  tax  commission,  with  power  to  assess 
public  utilities  and  equalize  real-estate  values.  The  com- 
mission was  also  given  rather  broad  supervisory  power  over 
the  assessment  of  property  by  local  assessors,  to  the  end  that 
all  classes  of  property  should  as  nearly  as  possible  be  as- 
sessed at  their  true  value  in  money. 

To  secure  a  reduction  in  tax  rate  proportionate  to  the  ex- 
pected increase  in  values,  a  law  commonly  known  as  the 
"  Smith  One  Per  Cent  Tax  Law  "  was  passed.  Primarily 
the  object  of  this  law  was  to  allay  the  fears  of  the  taxpayers 
that  as  values  were  increased  taxes  would  go  up,  and  second- 
arily, to  bring  intangible  property  onto  the  tax  list.  The 
principal  features  of  the  law  were : 

First :  That  the  aggregate  amount  of  taxes  levied  in  any 
taxing  district,  including  levies  for  state,  county,  municipal, 
school  and  township  purposes,  and  levies  for  the  payment  of 
the  interest  and  principal  of  the  public  debt,  should  not  in  the 
year  1911  (the  year  in  which  new  values  were  to  take  effect) 
exceed  the  amount  levied  therein  for  the  year  1910.  Pro- 
vision was  made  that  in  succeeding  years  the  amount  levied  in 
1910  might  be  exceeded  by  the  following  percentages : 

1912 — six  per  cent. 

1913 — nine  per  cent. 

1914  and  thereafter — twelve  per  cent. 

Second:  That  within  this  monetary  limitation  the  aggre- 
gate tax  rate,  including  state,  county,  municipal,  school,  town- 
ship, and  all  other  levies,  should  not  exceed  ten  mills,  and 
such  additional  rate  as  might  be  necessary  to  provide  for  the 
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payment  of  the  interest  and  principal  of  the  public  debt  then 
existing  or  thereafter  created  by  a  vote  of  the  people,  pro- 
vided that  the  aggregate,  including  these  levies  for  interest 
and  sinking  fund,  should  not  exceed  fifteen  mills.  Provision 
was  made  for  levies  in  addition  to  and  notwithstanding  any 
of  the  limitations,  for  certain  emergencies,  such  as  the  de- 
struction of  public  property  by  fire,  flood  or  otherwise. 

Third :  That  the  rate  which  might  be  levied  for  each  pur- 
pose should  not  exceed 

For  County — three  mills 
Municipal — five  mills 
School — five  mills 
Township — two  mills 

exclusive  of  levies  for  sinking  fund  and  interest.  The  state 
tax  rate,  being  made  by  the  general  assembly,  was  not  limited, 
except  that  the  aggregate  rate  limitation  for  each  taxing 
district  must  include  the  state  rate. 

Fourth:  That  by  a  majority  vote  of  the  electors  of  any 
taxing  district,  either  the  monetary  or  ten  mill  limitation 
might  be  exceeded,  but  in  no  event  could  the  aggregate  rate 
be  extended  beyond  fifteen  mills  by  this  method. 

Fifth :  In  order  to  provide  means  for  keeping  levies  within 
the  limitations  of  the  law  and  to  determine  the  amount  which 
each  taxing  board  might  levy,  a  budget  commission  consist- 
ing of  three  elective  county  and  municipal  officers,  was  created, 
with  power  to  reduce  any  item  in  any  budget  submitted,  if 
such  reduction  was  found  necessary  to  bring  the  aggregate 
within  the  prescribed  limits. 

Taxing  boards  were  required  to  annually  submit  detailed 
budgets  of  their  requirements  for  the  following  year.  The 
amount  of  expenditures  thereafter  to  be  made  from  moneys 
raised  by  taxation  was  limited  to  the  amount  fixed  by  the 
budget  commission.  This  act,  together  with  another  which 
changed  the  percentage  of  the  taxable  value  of  property  rep- 
resenting the  limitation  upon  the  issue  of  bonds,  seemed  to 
very  effectually  close  all  doors  to  any  large  increase  in  tax 
levies,  and  to  catch  the  taxspender  both  going  and  coming. 
There  were  so  many  angles  to  the  law  that  it  was  somewhat 
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difficult  to  administer.  The  tax  commission  undertook  the 
supervision  of  its  application  and  required  detailed  rate  sheets 
to  be  filed  with  it  for  approval  before  the  rates  were  per- 
mitted to  be  levied.  As  a  result  of  this  supervision  the 
commission  ordered  reductions  in  tax  rates  in  a  large  number 
of  taxing  districts  in  counties  where  the  rates  were  found  to 
exceed  the  limitations  of  the  law. 

As  a  corollary  to  this  law  and  to  assist  in  the  process  of 
coaxing  intangible  property  from  its  hiding  places  and  plac- 
ing it  upon  the  tax  list,  an  act  was  passed  suspending  the 
oj^eration  of  all  laws  providing  for  placing  omitted  property 
upon  the  tax  list  for  years  prior  to  1911.  In  other  words, 
the  tax  dodger  was  to  be  forgiven  past  sins,  with  the  hope 
that  thereby  he  would  be  induced  to  be  good  in  the  future. 

As  illustrating  the  operation  of  the  law  for  the  first  year, 
the  following  comparisons  may  be  of  interest: 

Tax  Valuation  1910 $2,484,315,574 

Tax  Valuation  1911 6,201,303,588 

Increase 149. G% 

Average  Tax  Rate  1910 28.04  mills 

Average  Tax  Rate  1911 10.65  miUs 

Decrease 163.28c;^ 

This  indicates  a  greater  decrease  in  the  tax  rate  than  there 
was  increase  in  the  tax  valuation,  resulting  in  a  considerable 
decrease  in  the  amount  of  taxes  collected  for  the  year  1911 
from  the  amount  collected  in  1910. 

To  illustrate  the  ' '  coaxing  ' '  power  of  the  law  the  following 
table  is  given : 

Per  Cent  Increases  in  Property  Valuations  over  1910 

Fer  Cent  Increases 

Class  of  Property                      1911  1912  1913 

Real  Estate 158  162  167 

Personal  Property — 133  159  178 

Corporate  Personalty 196  229  264 

Banks 80               82  128 

Public  Utilities 304  339  368 

Miscellaneous   103  146  185 

Personalty  of  Individuals — 52               68  62 

Tangible   63               70  56 

Intangible  33               66  72 

AU  Property 149  161  170 
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It  will  be  readily  seen  from  this  table  that  the  principal 
increases  in  tax  valuations  have  been  in  those  classes  in  which 
the  tax  commission  has  exercised  the  greatest  influence.  That 
is,  the  greatest  additions  to  the  tax  list  were  due  to  central 
assessment  or  equalization  of  real  estate  and  banks,  rather 
than  to  fuller  returns  of  their  property  by  taxpayers  under 
the  stimulus  of  limited  rates  and  the  foregiveness  of  past 
sins.  Some  Ohio  writer  unknown  to  me  states  his  opinion 
as  follows :  ' '  The  gentle  suasion  of  the  Smith  law  has  failed  to 
check  human  nature's  tendency  to  dodge  taxes  on  personal 
property.  The  velvet  hand  of  the  low  flat  rate  is  no  more 
effective  than  the  mailed  fist  of  penalty  or  the  sneaking  foot 
of  espionage." 

In  a  large  class  of  taxing  districts  in  the  state  the  limitation 
upon  the  rate  had  absolutely  no  deterring  effect  upon  the 
local  taxing  officials,  for  the  reason  that  the  tax  rate  necessary 
to  raise  an  amount  of  money  sufficient  to  meet  the  require- 
ments of  the  districts  was  much  less  than  the  maximum  lim  ita- 
tion.  It  will  be  readily  seen  that  a  limitation  of  ten  mills 
upon  the  tax  rate  of  a  district  which  requires  only  a  rate  of 
five  or  six  mills  to  meet  its  needs  was  more  of  an  invitation 
to  come  up  higher  than  it  was  a  check  upon  expenditures.  In 
another  class  of  taxing  districts  the  tax  authorities  were 
greatly  hampered  by  the  application  of  the  rate  limitation. 

The  operation  of  this  law,  to  my  mind,  has  demonstrated  the 
futility  of  attempting  to  place  a  uniform  maximum  limita- 
tion upon  the  aggregate  tax  rate  of  every  taxing  district  in 
a  state,  with  the  idea  of  curbing  the  expenditures  in  all  alike. 
To  specify  a  uniform  maximum  tax  rate  for  every  taxing  dis- 
trict, with  this  object  in  view,  is  to  assume  that  the  ratio  of 
wealth  to  the  needed  amount  of  revenue  is  the  same  in  each 
and  every  taxing  district.  This,  of  course,  is  absurd.  It  is 
absurd  to  assume  that  in  a  large,  rapidly  growing  city  there 
is  the  same  ratio  of  wealth  to  needed  revenue  as  there  is  in 
some  of  the  sparsely  settled  townships  or  small  school 
districts. 

The  real  variation  in  this  ratio  will  be  shown  by  the  differ- 
ence between  the  minimum  and  maximum  tax  rate  in  our 
state.     For  the  year  1911  the  tax  rates  in  the  various  taxing 
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districts  varied  from  approximately  three  mills  as  a  minimum 
to  jSfteeu  mills  as  a  maximum.  With  such  widely  varying 
conditions  there  can  be  no  equity  in  fixing  a  uniform  maximum 
rate  limitation.  The  operation  of  such  a  limitation  soon  dem- 
onstrates, as  it  did  in  our  state,  that  the  districts  with  im- 
poverished tax  lists  are  seriously  handicapped,  while  those 
with  plethoric  tax  lists  are  in  no  way  affected.  For  this  reason 
I  can  see  no  real  and  uniform  benefit  to  be  derived  from  the 
enactment  of  a  rate-limitation  law,  unless  some  other  feature 
be  attached  which  will  take  care  of  the  large  majority  of 
districts  which  are  in  no  way  affected  by  the  rate  limitation. 

As  I  have  indicated,  there  were  many  angles  to  our  Ohio 
law,  and  the  taxing  district  w^ith  the  plethoric  tax  list,  which 
escaped  the  clutches  of  the  maximum  rate  provision,  was  very 
frequently  seriously  handicapped  by  the  limitation  upon  the 
amount  of  money  to  be  levied.  It  was  the  rapidly  growing 
and  progressive  cities  which  were  more  seriously  hampered  by 
this  provision.  No  matter  how  low  the  tax  rate  might  be  or 
how  high  an  industrious  assessor  might  raise  his  tax  list, 
the  taxing  district  could  not  secure  one  dollar  more  by  way 
of  revenue  in  1911  than  it  did  in  1910.  In  numerous  in- 
stances the  taxing  authorities  had  reduced  the  levies  for  1910 
below  the  actual  requirements  in  order  to  consume  a  surplus 
on  hand  the  year  before,  and  were  therefore  greatly  embar- 
rassed in  1911  and  subsequent  years.  In  many  such  cases  it 
was  necessary  to  hold  elections  at  considerable  expense  in  order 
to  secure  the  needed  revenue.  All  such  conditions  might  have 
been  avoided  if  the  amount  expended  in  1910  had  been  taken 
as  a  basis  instead  of  the  amount  levied. 

The  law  remained  without  change  for  three  years.  There 
was  considerable  complaint  on  the  part  of  the  leviug  officials. 
On  the  whole  it  was  popular  with  the  taxpayers,  and  quite 
frequently  otherwise  with  the  taxspenders.  On  account  of  its 
popularity  with  the  people,  practically  the  same  provisions 
were  proposed  to  be  inserted  in  the  constitution. 

In  the  proposed  amendment  to  the  state  constitution,  the 
provision  for  the  limiting  of  taxes  and  tax  rates  was  coupled 
with  a  proposal  to  permit  the  legislature  to  classify  property 
for  taxation.     At  the  election  in  November,  1914,  the  proposed 
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amendment  was  defeated  by  more  than  300,000  majority.  No 
doubt  many  of  the  friends  of  tax  limitation  voted  against  it 
on  account  of  the  classification  provision;  certainly  many  of 
the  friends  of  classification  opposed  it  on  account  of  the 
tax  limit  feature.  It  is  a  noteworthy  fact  that  the  committee 
appointed  to  prepare  the  argument  against  the  amendment 
failed  to  produce  a  single  criticism  upon  the  classification 
feature  but  very  severely  condemned  the  tax-limit  feature. 

Many  plans  were  adopted  to  procure  additional  revenue. 
In  some  instances  resort  was  had  to  the  issue  of  bonds,  while 
in  other  cases  the  needed  revenue  was  secured  by  submitting 
the  question  to  a  vote  of  the  electors.  In  still  others  claims 
against  the  district  were  permitted  to  be  put  in  the  form  of 
judgments  so  that  they  might  be  legally  paid  from  the  sinking 
fund. 

At  the  end  of  three  years  some  of  the  more  progressive  and 
rapidly  growing  cities  became  alarmed  at  their  financial  con- 
dition, which  it  was  claimed  was  due  to  the  one-percent  law. 

By  reason  of  the  provision  that  in  1911  in  any  taxing  dis- 
trict no  more  money  could  be  levied  including  levies  for  the 
sinking  fund  than  was  levied  in  1910,  plus  6  per  cent  in 

1912,  9  per  cent  in  1913  and  12  per  cent  in  1914  and  suceed- 
ing  years,  it  was  claimed  that  the  law  was,  to  say  the  least, 
dangerously  near  to  a  contravention  of  the  constitutional  pro- 
vision that  no  law  shall  be  passed  impairing  the  obligations 
of  a  contract.  Before  the  point  was  fully  tested  in  the  courts 
this  particular  provision  was  repealed,  leaving  only  the  limita- 
tion upon  the  aggregate  rate  and  upon  the  rates  for  each 
separate  purpose.  To  further  safeguard  this  possible  con- 
stitutional objection  an  act  Avas  passed  requiring  that  each 
taxing  board  should  first  provide  in  its  budget  for  the  levy 
of  a  suflScient  amount  to  pay  the  interest  upon  its  debt  and  to 
create  a  sinking  fund  to  pay  the  principal,  when  due.  As  a 
result  of  this  change  the  amount  of  taxes  levied  in  the  year 
1914  was  very  materially  increased  over  that  of  the  year 

1913,  and  the  average  rate  of  taxation  also  materially 
increased. 

While  the  repeal  of  this  provision  gave  relief  to  some  tax- 
ing districts,  those  which  were  hampered  by  the  maximum 
rate  were  not  affected  at  all. 
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During  the  time  that  all  of  the  features  of  the  law  were  in 
force  the  increase  in  the  amount  of  taxes  levied  was  very 
noticeably  checked.  In  1910  (the  year  before  the  law  became 
effective)  the  amount  of  taxes  levied  throughout  the  state  was 
$69,679,502.84,  and  in  1911  (the  first  year  of  the  operation 
of  the  law)  the  amount  of  taxes  levied  was  $66,039,150.13 — 
an  actual  decrease  of  5.51  per  cent. 

In  1912  the  taxes  levied  only  increased  5.71  per  cent  over 
the  amount  levied  in  1911. 

The  amount  levied  in  1913  increased  13.93  per  cent  over  that 
of  1912.  This  seemingly  large  increase  for  the  year  1913  was 
accounted  for  principally  by  the  state  adopting  the  policy  of 
levying  a  considerable  general  tax  for  the  purpose  of  improv- 
ing main  market  roads  and  other  highways  throughout  the 
state,  and  placing  this  levy  outside  of  all  limitations. 

The  average  aggregate  tax  rate  for  all  purposes  for  these 
years  was  as  follows: 

1910  (the  year  before  the  law  became  effective)   28.04  mills 

1911  10.65  " 

1912  .  10.77  " 

1913  11.83  " 

1914  11.17  " 

The  state  rate  for  1914  was  materially  reduced. 

Being  familiar  with  the  operation  of  the  Ohio  law,  and  hav- 
ing investigated  the  subject  to  some  extent  generally,  my  con- 
clusions are : 

First:  That  the  really  effective  provision  of  the  Ohio  law 
was  lost  when  the  provision  for  a  monetary  limitation  was 
repealed. 

Second:  That  a  rate  limitation  which  does  not  take  into 
account  the  varying  conditions  in  taxing  districts  is  ineffective, 
unscientific  and  wholly  inequitable. 

Third:  That  the  proper  limitation  is  one  providing  that 
the  amount  of  money  to  be  levied  in  any  taxing  district  shall 
not  exceed  the  amount  expended  in  that  district  the  previous 
year,  plus  some  fixed  per  cent,  except  for  emergencies  and 
for  the  payment  of  the  public  debt. 
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The  question  of  the  existence  of  an  emergency  should  be 
submitted  to  some  local  board,  as  for  example,  the  budget 
commission  provided  for  in  the  Ohio  law.  This  board  should 
be  limited  in  its  power  to  a  fixed  amount  of  increase,  beyond 
which  no  power  should  be  allowed  to  go  except  by  vote  of  the 
electors.  This  board  should  also  have  power  to  reduce  the 
budget  of  any  taxing  board  to  the  absolute  requirements  of 
such  board,  regardless  of  any  limitation.  Supervision  and 
close  inspection  of  all  budgets,  as  well  as  of  all  expenditures, 
together  with  a  limitation  upon  the  amount  of  taxes  to  be 
collected,  will,  in  my  judgment,  accomplish  wonders  in  re- 
tarding the  growth  of  public  expenditures. 


EEPORT  OF  THE  COMMITTEE  ON  INCREASE  IN 
PUBLIC  EXPENDITURES 

1.  In  its  first  report  made  at  the  eighth  annual  conference 
your  committee  recommended : 

That  this  association  adopt  a  resolution  urging  congress  to  direct 
the  census  bureau  to  publish  annually  for  a  selected  group  of  states, 
counties,  towns,  villages  and  cities,  statistics  of  expenditure,  taxation, 
public  debt  and  wealth,  including  in  this  group — similar  to  the  registra- 
tion area  used  in  vital  statistics — those  states  and  political  subdivisions 
whose  financial  accounts  are  published  promptly  and  in  such  form  as 
to  permit  of  consolidated  statement. 

We  are  gratified  to  be  able  to  report  that  this  recommenda- 
tion has  been  in  part  anticipated  by  the  plan  of  the  Bureau 
of  the  Census  to  publish  annually,  beginning  with  1914,  finan- 
cial statistics  of  the  state  governments  similar  to  those  which 
have  been  for  a  number  of  years  published  for  cities  of  over 
30,000  population.  Study  of  these  census  reports,  comment 
by  the  press,  use  of  the  figures  in  colleges  and  universities, 
will  contribute  it  is  believed  to  the  awakening  of  a  keener 
interest  in  the  rapid  growth  of  state  and  local  expenditures. 
In  the  opinion  of  your  committee,  however,  similar  statistics 
should  be  published  for  a  representative  group  of  counties,  vil- 
lages, towns  and  smaller  cities.  To  a  certain  extent  accuracy 
is  lost  in  the  attempt  to  cover  all  political  divisions  of  a  given 
class  within  the  country ;  and  a  financial  ' '  registration  area  ' ' 
including  only  those  political  divisions  whose  accounts  are 
published  in  trustworthy  and  available  form  would  at  once 
signal  out  those  municipalities  which  are  included  in  the  area, 
stimulate  other  municipalities  to  improve  their  accounts  in 
order  that  they  might  be  eligible  for  inclusion,  and  be  of 
marked  service  in  showing  the  trend  of  expenditures  and  re- 
ceipts in  the  rural  districts  of  the  country. 

2.  As  contributing  materially  to  the  enlightenment  of  the 
public  on  financial  questions  and  tendencies,  your  committee 
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desires  to  cominend  the  work  of  the  newer  types  of  state, 
county  and  city  taxpayers'  associations.  Some  of  these  as- 
sociations have  represented  in  the  past  little  more  than  an 
organized  and  illiberal  eifort  on  the  part  of  the  participants 
to  reduce  their  own  taxes.  Such  a  characterization  cannot  be 
applied  to  the  higher  types  of  associations  which  are  develop- 
ing rapidly  throughout  the  country  and  which  are  devoted  not 
to  a  blind  parsimony  in  public  affairs  but  to  the  program  of 
financing  needed  extensions  out  of  the  savings  to  be  accom- 
plished in  those  departments  where  waste  is  prevalent  and  re- 
trenchment plainly  possible.  The  elimination  of  waste  in  pub- 
lic business  must,  it  is  probable,  come  from  without,  and  organ- 
ized effort  must  be  made  by  taxpayers  and  citizens  if  useless 
functions  and  departments  are  to  be  eliminated.  A  praise- 
worthy characteristic  of  the  better  taxpayers'  associations  is 
their  constructive  work  in  upholding  and  supporting  public 
officials  wliose  administration  has  been  characterized  by  effi- 
ciency and  economy.  There  is  no  proper  place  in  the  activity 
of  such  organizations  for  a  blind  antagonism  to  the  public 
official  who  does  his  work  efficiently.  The  legitimate  objection 
is  to  unwise,  wasteful  or  ill-timed  spending. 

3.  Most  important  of  all  perhaps  your  committee  would 
emphasize  the  necessity  for  a  fearless  and  thorough  scrutiny 
of  school  expenditures.  We  are  in  many  places  making  a 
fetich  of  the  school  tax,  and  open-minded  examination  of  school 
expenditures  is  in  many  jurisdictions  halted  by  political 
cowardice.  Officials  charged  with  the  duties  of  investigating 
and  directing  legislative  attention  to  the  distribution  and  ex- 
penditure of  school  funds,  who  are  fully  cognizant  of  errors 
and  abuses  in  the  distribution  or  expenditure  of  such  funds, 
shrink  from  raising  the  issue  which  it  is  their  duty  to  face. 
We  have  reached  in  many  jurisdictions  something  perilously 
close  to  a  conspiracy  of  silence  on  this  subject. 

Your  committee  does  not  believe  in  niggardliness  in  educa- 
tional expenditures,  and  there  are  doubtless  many  lines  of 
education  and  many  places  in  which  increased  expenditures 
would  be  socially  profitable.  But  this  truth  merely  furnishes 
additional  reasons  why  unwise  methods  of  distributing  scliool 
funds  should  be  changed,  unjustifiable  classes  of  expenditure 
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abandoned,  and  in  all  places  effective  accounting  checks  placed 
upon  the  manner  and  machinery  of  school  disbursements. 
Your  committee  has  no  particular  educational  policy  to  advo- 
cate, none  to  attack.  It  is  patent,  however,  that  abuses  are 
being  tolerated  which  would  not  be  sanctioned  by  the  public 
if  courageously  brought  to  light  by  public  officials  who  are 
cognizant  of  the  facts  and  charged  with  the  duty  of  directing 
attention  to  them.  The  school  should  be  dealt  with  in  a  spirit 
of  enlightened  liberality — but  also  with  intellectual  and  poli- 
tical honesty. 

4.  Your  committee  is  convinced  also  that  a  grave  danger 
exists  in  many  jurisdictions  in  the  manner  in  which  highway 
improvements  are  being  financed.  Long-time  bonds  are  em- 
ployed in  whole  or  in  part  to  resurface  roads  and  pay  for  im- 
provements which  will  last  only  a  few  years.  It  is  doubtful 
whether  debt  should  be  contracted  at  all  for  such  purposes,  but 
if  contracted  the  life  of  the  obligation  should  not  exceed  the 
life  of  the  improvement.  To  do  otherwise  is  simply  to  saddle 
on  the  future  the  cost  of  improvements  in  the  use  and  benefit 
of  which  the  future  can  have  no  part. 

With  respect  to  the  form  of  public  bonds  your  committee 
re-emphasizes  the  advantage  of  serial  bonds  as  compared  with 
the  wasteful  and  unscientific  sinking-fund  obligations  and 
methods  so  frequently  employed  in  American  states  and  cities. 
The  serial  bond  can  usually  be  placed  at  a  lower  rate  of  inter- 
est than  a  sinking-fund  obligation.  It  is  free  from  most  of 
the  possibilities  of  political  abuse  and  manipulation  to  which 
sinking-funds  are  exposed.  It  substitutes  a  plain  and  certain 
for  an  uncertain  and  complicated  liability ;  and  it  compels  the 
administration  which  contracted  a  debt  to  begin  its  retirement 
immediately. 

5.  In  conclusion  your  committee  again  directs  to  your  favor- 
able attention  the  device  of  limiting  by  law  public  expendi- 
tures, public  debts  and  tax  rates.  Your  committee  is  aware 
that  tax  limit  laws  have  proved  ineffective  in  most  parts  of  the 
country,  but  believes  that  with  proper  attention  to  the  neces- 
sary details  they  can  be  made  highly  serviceable.  To  make 
them  effective  the  following  conditions  should  in  general  be 
fulfilled : 
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a.  The  limitation  should  preferably  be  upou  the  increase 
in  the  total  amount  of  the  levy,  althoiigh  this  may  profitably 
be  accompanied  by  carefully  adapted  limitations  upon  tax 
rates  or  levies  for  particular  purposes. 

b.  The  above  limitations  must  be  supplemented  by  limita- 
tions upon  public  debts.  Debts  may  be  limited  by  a  percent- 
age upon  the  assessed  valuation  or  better  by  limitation  upon 
the  amount  of  increase  which  may  lawfully  be  contracted.  In 
all  cases  there  should  be  an  explicit  prohibition  of  bond  issues 
designed  to  evade  the  limitations  imposed  upon  tax  levies. 

c.  It  is  furthermore  essential  that  the  limitation  should 
be  elastic.  No  blanket  law  may  be  applied  without  injury  to 
all  the  municipalities  of  a  large  American  commonwealth. 
The  emergencies  and  necessities  of  particular  localities  should 
be  met  by  providing  administrative  means  for  suspending  the 
law  when  a  meritorious  case  is  made  out.  In  general  the  deter- 
mination of  whether  an  emergency  exists  should  be  left  to  a 
disinterested  and  impartial  board  so  appointed  and  selected  as 
to  make  it  certain  that  its  members  will  faithfully  carry  out 
the  spirit  of  the  law.  The  state  tax  commission  is  perhaps 
the  natural  department  in  which  this  discretionary  authority 
should  be  lodged.  But  there  is  much  to  be  said  for  the  ap- 
pointment from  without  of  local  boards  empowered  to  deter- 
mine whether  the  exigencies  of  a  particular  situation  are  grave 
enough  to  warrant  departure  from  the  letter  of  the  law. 
Under  such  circumstances  the  Norwegian  law,  we  understand, 
provides  that  tax  levies  and  expenditures  in  excess  of  the  or- 
dinary limits  shall  in  each  subsequent  year  be  reduced  by  at 
least  one-tenth  until  they  have  reached  the  normal  condition 
imposed  upon  the  average  municipality.  This  device  could  in 
all  probability  be  profitably  adopted  in  this  country. 

d.  As  subordinate  but  nevertheless  important  provisions, 
it  is  recommended  that  the  fiscal  periods  for  which  appropria- 
tions and  tax  levies  are  made  should  be  defined  with  particul- 
lar  clearness  in  the  statute.  If  this  is  not  done  confusion  is 
likely  to  arise  and  make  questionable  the  period  to  which 
given  appropriations  apply.  Where  limitations  are  imposed 
upon  the  rate  of  taxation,  they  should  be  placed  upon  each 
separate  authority  having  power  to  levy  taxes  and  should  ap- 
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ply  only  to  those  taxes  levied  under  that  authority;  that  is 
there  should  be  one  limit  for  county  taxes,  one  limit  for  state 
taxes,  one  limit  for  school  taxes  (if  school  taxes  are  levied  by 
a  separate  body)  and  one  limit  for  town  or  township  taxes. 
There  should  be  no  separate  limits  dealing  with  distinct  funds 
for  purposes  of  expenditure  within  each  municipality.  Full 
discretion  should  be  given  to  the  governing  body  of  each  muni- 
cipality to  distribute  the  revenues  among  the  purposes  of  ex- 
penditure in  the  manner  which  in  its  judgment  will  prove 
most  profitable.  By  so  doing  extravagance  resulting  from 
special  funds  and  complexity  of  municipal  accounting  will  be 
avoided.  In  this  connection  it  should  be  borne  in  mind  that 
limits  imposed  upon  tax  rates  for  state,  county  and  local  pur- 
poses are  frequently  unfair  in  operation.  In  some  states,  for 
instance,  there  is  a  limit  of — say  three  per  cent — on  all  taxes 
levied  in  cities  whether  state,  county  or  local.  Under  such  a 
law  it  is  obvious  that  the  superior  jurisdiction,  e.  g.,  the  state 
and  county,  are  in  position  to  compel  the  city  either  to  violate 
the  law  or  to  do  without  necessary  municipal  expenditures 
through  the  unfair  encroachment  of  the  superior  jurisdictions 
on  the  total.  Each  municipality  should  be  responsible  only 
for  its  own  taxes  and  expenditures. 

In  some  states,  school  boards,  park  boards  and  similar  bodies 
possess  independent  powers  of  taxation.  In  all  such  cases 
there  should  be  reserved  to  the  principal  governing  body  the 
authority  to  reduce  the  estimates  of  these  subordinate  bodies, 
in  case  the  total  estimates  exceed  the  limits  prescribed  by  law. 
If  such  power  of  reduction  is  not  given,  the  school  board  or 
some  similar  body  may  absorb  an  undue  proportion  of  the 
total  authorized  expenditure. 

In  states  where  the  town  meeting  is  preserved,  the  electors 
themselves  frequently  levy  taxes.  The  power  of  levying  taxes 
should,  it  is  believed,  be  vested  with  the  representatives  of  the 
people  rather  than  the  people  themselves,  and  should  be  exer- 
cised at  the  latest  moment  possible  prior  to  the  extension  of 
the  tax  rolls.  The  town  meeting  may  authorize  appropria- 
tions ;  the  town  board  or  legislative  body  should  determine  the 
exact  tax  levy  that  must  be  made  to  meet  these  appropriations. 
In  this  way  a  much  better  balance  of  revenues  and  expendi- 
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tiires  is  possible  than  can  be  had  where  the  electors  themselves 
vote  taxes  for  future  expenditures  -which  may  or  may  not 
prove  necessary,  and  which  may  or  may  not  be  financed  from 
sources  other  than  taxation. 

Finally  it  is  important  that  the  law  specifically  provide  for 
the  priority  of  certain  claims  where  a  reduction  of  estimates  is 
necessary  to  bring  a  tax  levy  within  statutory  limits.  Levies 
for  the  payment  of  indebtedness,  sinking-funds,  interest  and 
judgments  would  ordinarily  be  given  such  priority. 

e.  The  following  provisions  from  a  bill  proposed  but  not 
passed  at  the  1915  session  of  the  Wisconsin  Legislature,  are 
introduced  not  as  models  but  to  suggest  some  of  the  details 
which  should  be  kept  in  mind  in  framing  legislation  designed 
to  limit  increase  in  public  expenditures.  The  element  of  elas- 
ticity in  this  bill  was  embodied  in  a  so-called  "  board  of  author- 
ization "  the  functions  of  which  are  described  in  the  follow- 
ing section  of  the  Wisconsin  bill : 

Section  137c.  1.  The  governor,  the  secretary  of  state,  and  a  member 
of  the  tax  commission  designated  by  it  are  created  a  state  board  of 
authorization  for  the  purpose  of  determining  whether  an  emergency  or 
urgent  necessity  exists  by  reason  of  which  towns,  cities,  (except  cities 
of  the  first  class),  villages,  counties,  or  school  districtj  may  make  ap- 
propriations and  expenditures,  levy  taxes,  and  contract  debts  in  excess 
of  the  limits  prescribed  by  statute.  In  case  of  emergency  or  urgent 
necessity  which  in  the  judgment  of  the  town  board,  city  council,  village 
board,  county  board,  or  school  board,  requires  the  appropriation  or  ex- 
penditure of  money,  the  levy  of  taxes,  or  the  incurring  of  debt  in 
excess  of  the  limits  provided  by  law,  the  said  authorities  maj'  apply  to 
said  boanls  of  authorization  for  permission  to  make  such  appropriations, 
levies,  or  expenditures  and  to  incur  such  indebtedness.  As  soon  as  may 
be  after  receiving  such  applications  said  board  shall  hear  and  determine 
the  same  in  such  manner  and  under  such  rules  as  it  may  prescribe.  If 
said  board  or  a  majority  thereof  shall  be  of  opinion  that  such  emergency 
or  necessity  exists  it  may  authorize  the  appropriation  or  expenditure  of 
monej',  the  levying  of  taxes,  or  the  incurring  of  debt  sufiScient  to  meet 
such  emergency.  The  said  limitations  shall  be  construed  to  apply  to  the 
appropriations,  expenditures,  tax  levies  and  indebtedness  of  towns,  cities, 
villages,  school  districts,  and  counties  made  or  incurred  pursuant  to  sub- 
division 5  of  section  44,  sections  425,  430,  430-4,  47Gb,  495-21,  553o, 
subdivision  4  of  section  553p,  sections  697a,  C97g,  697-38,  697-73,  776, 
777,  819,  subdivision  25  of  section  893m  (892),  sections  914,  919c,  925b, 
925-133,  92j-142a,  926-llm,  L26-19,  926-107m,  926-178,  929,  931a,  937, 
959-48,  959-49,  959-78m,  10/4,  1240,  1244,  1317m-4,  1317m-5,  1317m-12, 
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1317in-13,  1318,  1325f,  1421-9,  and  1529b,  and  to  all  other  appropriations, 
expenditures,  tax  levies,  and  ciebts  of  towns,  cities,  villages,  counties  and 
school  districts  authorized  by  law, 

2.  If  app-ication  for  authority  to  levy  additional  taxes  shall  be  denied 
or  allowed  only  in  part  appropriations  shall  first  be  made  for  the  pay- 
ment of  interest  and  principal  of  the  indebtedness  of  such  towns,  cities, 
villages,  counties,  or  school  districts  or  for  sinking  funds  for  such  pur- 
pose, and  for  judgments,  and  thereafter  the  town  board,  city  council, 
village  board,  county  board  or  school  board  shall  reduce  any  or  all  of 
the  appropriations  originally  requested  to  bring  the  totals  within  the 
prescribed  limits.     This  section  shall  not  apply  to  cities  of  the  first  class. 

Respectfully  submitted, 

T.  S.  Adams,  Chairman, 
George  G.  Tunell, 

A,  P.  RxVMSTEDT. 


DISCUSSION— TAX  LIMIT  LAWS 

Mr.  R.  E.  Smith  :  I  would  like  to  ask  Mr.  Peckinpaugli  if 
he  believes  that  it  is  practical  and  feasible  and  consistent 
with  the  principles  of  economics  to  place  a  limit  by  constitu- 
tional amendment  on  expenditures  of  the  legislature,  upon  the 
total  state  tax  in  other  words  ?    Would  it  have  any  bad  effect? 

Mr.  a.  B.  Peckinpaugh:  By  constitutional  amendment? 
Well  I  cannot  see  that  there  is  any  objection  to  it  at  all. 

Chairman  Wolcott:  Looks  as  if  any  limitation  on  the 
legislature  would  be  desirable. 

Mr.  Francis  N.  Whitney  :  May  I  ask  Mr.  Smith  a  question : 
you  mean  I  presume  a  limitation  by  a  certain  percentage 
upon  the  assessed  valuation? 

Mr.  R.  E.  Smith:  No,  I  mean  a  monetary  limitation  based 
on  previous  expenditures  or  levies,  but  not  a  limitation  on 
the  millage  rate. 

Mr.  Allen  R.  Foote  :  In  connection  with  what  Mr.  Peckin- 
paugh has  said,  I  wish  to  state  that  when  the  original  tax 
limiting  law  was  before  the  legislature,  very  strong  effort 
was  made  to  have  the  limitation  based  upon  the  previous 
year's  expenditures  and  not  upon  the  tax  rate,  but  the  legis- 
lature refused  to  pass  the  bill  in  that  shape. 

Prop.  0.  C.  Lockhart,  of  Ohio:  I  want  to  refer  to  the 
monetary  limitation  mentioned  by  Mr.  Peckinpaugh,  and  to 
call  attention  to  the  danger  that  incurrence  of  debt  may  be 
encouraged  by  that  provision.  I  think  there  was  a  con- 
stitutional proposal  in  Ohio  which  it  seems  to  me  would  in- 
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evitably  have  operated  to  encourage  the  increase  of  debt. 
And  the  provisions  under  which  debt  might  be  incurred 
would  have  to  be  regulated  as  well  as  the  amount  of  tax. 

Mr.  a.  B.  Peckinpaugh:  That  w^ould  be  true,  Professor 
Lockhart.  Of  course  we  have  debt  limitation  as  well  as  tax 
limitation  in  Ohio  and  it  is  just  as  necessary  to  have  the 
one  as  it  is  to  have  the  other. 

Prof.  0.  C.  Lockhart:  Is  it  not  fair  to  say  that  in  cases 
where  that  debt  limit  had  been  reached  there  was  a  dis- 
position to  authorize  by  public  vote  the  incurrence  of  addi- 
tional debt  because  of  the  tax-limit  act? 

Mr.  a.  B.  Peckinpaugh:  I  think  I  omitted  one  paragraph 
of  my  paper  touching  that  point.  There  were  various  schemes 
adopted  to  procure  additional  revenue,  among  others  the 
issuance  of  bonds.  However,  under  the  provisions  of  the 
Smith  law  bonds  that  were  issued  without  a  vote  of  the  people 
could  not  be  paid  outside  of  the  ten  mill  limitation,  and  while 
in  many  districts  they  were  hampered  by  the  monetary  limita- 
tion they  could  get  an  additional  amount  by  the  issuance  of 
bonds. 

Chairman  Wolcott:  Mr.  Peckinpaugh,  did  you  ever  at- 
tempt to  reconcile  the  taxable  values  of  your  state  with  the 
report  issued  by  the  government?  I  notice  the  government 
report  for  1912  shows  the  taxable  values  in  Ohio  I  think  at 
$8,900,000,000,  but  your  report  shows  about  $6,500,000,000 
or  $6,600,000,000  as  I  recollect?  "Was  that  due  to  any  con- 
flict or — 

Mr.  a.  B.  Peckinpaugh  :  That  was  clearly  due  to  inability 
to  get  intangible  property. 

Chairman  Wolcott  :  We  do  not  find  it  confined  to  one  class 
in  Indiana. 

Mr.  a.  B.  Peckinpaugh:  I  have  never  made  any  careful 
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analysis  of  our  valuations  as  compared  with  those  reported 
by  the  government,  but  I  know  that  the  principal  reason 
for  the  discrepancy  is  that  we  are  unable  to  get  the  intangible 
property. 

Chairman  Wolcott:  I  wondered  whether  there  was  a  real 
difference  or  if  it  was  due  to  inaccuracy,  I  know  I  checked 
up  the  government  report  in  Indiana  and  found  a  variation 
in  our  own  state  for  the  same  class  of  nearly  $90,000,000. 

Mr.  a.  B.  Peckinpaugh  :  I  think  it  is  due  to  the  fact  that 
we  don't  get  all  the  property  on  the  tax  roll. 

Mr.  George  G.  Tuxell:  If  I  may,  I  would  like  to  be  per- 
mitted to  say  a  word  about  the  paper  that  was  read  this 
morning.  There  seems  to  be  a  decided  trend  to  take  out  of 
the  constitution  all  restrictions  upon  the  legislature  in  the 
passage  of  tax  laws.  At  the  same  time  here  in  the  west  we 
are  seeing  laws  enacted  by  the  legislatures  directing  the  state 
boards  of  equalization  or  tax  commissions  how  they  shall  as- 
sess certain  forms  of  property-,  particularly  mining  property. 
Mining  property  is  the  most  difficult  of  all  to  assess,  and  for 
that  very  reason  it  seems  to  me  state  tax  commissions  and 
state  boards  of  equalization  should  not  be  directed  by  legis- 
lation as  to  just  how  they  shall  value  it.  In  fact  I  do  not 
see  why  any  particular  class  of  taxpayers  should  ask  from  a 
state  legislature  direction  running  to  a  tax  commission  as  to 
just  how  its  property  should  be  assessed. 

I\Ir.  William  B.  Fellows,  of  New  Hampshire:  I  am  glad 
to  hear  this  one  note  from  the  great  West  against  the  change 
of  constitutions.  It  seems  to  me  it  is  a  good  deal  better  to 
live  under  a  fixed  constitution,  although  it  may  be  a  fool 
constitution,  like  a  good  many  are.  You  can  then  know  just 
what  the  legislature  can  do  and  cannot  do,  and  you  can  live 
a  good  deal  better  although  you  have  a  bad  constitution. 
Once  or  twice  I  have  voted  for  a  constitutional  convention 
and  been  proud  of  it,  even  if  I  never  intend  to  vote  for 
another  constitutional  convention  in  the  state  of  New 
Hampshire. 
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Mr.  R.  E.  George,  of  Washington:  I  should  like  to  call 
attention  to  the  statistics  of  the  United  States  Census  Bureau 
regarding  municipal  expenditures.  I  do  not  know  whether  any 
of  you  have  had  occasion  to  use  those  statistics,  but  in  con- 
nection with  work  carried  on  in  Seattle  and  Spokane  we  have 
found  that  the  statistics  of  expenditures  for  those  cities  are 
not  suitable  for  comparison  with  statistics  of  other  cities  in 
the  northwest  or  throughout  the  country.  The  statistics  ap- 
parently have  not  been  based  upon  the  same  accounting 
method.  It  is  true,  of  course,  that  different  cities  have  en- 
tirely different  accounting  methods;  but  it  is  also  true  that 
the  statistics  sent  out  frequently  contain  numerical  errors. 
For  instance  in  attempting  to  use  the  results  of  the  1913 
bulletin  recently  published,  we  found  that  school  expendi- 
tures in  many  similar  cities  had  decreased  by  half  per  capita, 
and  in  others  increased ;  and  throughout  the  entire  list  I  think 
we  found  some  thirty  errors  on  one  page.  By  correspond- 
ence with  the  census  bureau  we  secured  a  correction  of  some 
of  these  errors.  It  seems  to  me  important  that  some  action 
be  taken  that  would  secure  greater  efficiency  and  greater  ac- 
curacy in  the  publication  of  these  statistics.  The  taxpayers' 
association  and  those  interested  in  budget  work  in  the  north- 
west are  using  them  as  a  means  of  securing  greater  efficiency 
and  as  a  means  of  securing  comparisons  between  our  cities 
and  other  cities  throughout  the  country,  and  it  is  exceedingly 
important  that  they  be  correct. 

Mr.  Douglas  Sutherland,  of  Illinois:  I  want  to  make  a 
remark  on  a  very  able  paper  read  this  morning.  The  state- 
ment was  made  that  there  was  some  doubt  as  to  w^hether  or 
not  classification  would  be  constitutional.  As  we  have  an 
amendment  pending  in  Illinois  I  w^ould  like  to  have  the  record 
show  that  there  is  no  such  possibility  in  Illinois,  for  the  reason 
that  in  the  sections  relating  to  uniformity  and  equality  of 
taxation,  the  general  assembly  is  distinctly  required  to  provide 
that  each  person,  firm  or  corporation  shall  pay  taxes  in  pro- 
portion to  his,  her  or  its  property,  which  is  a  little  different 
from  the  wording  of  the  constitution  in  Indiana. 
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Secketaey  Adams:  President  Seligman  has  been  good 
enough  to  send  the  following  greeting  by  wire  which  we  shall 
all  be  glad  to  hear : 

I  send  my  hearty  greetings  to  the  members  of  the  Ninth  Annual  Con- 
ference, and  regret  exceedingly  that  I  am  prevented  from  being  with 
you.  We  are  now  in  the  midst  of  an  important  debate  on  taxation  in 
the  constitutional  convention,  and  some  of  our  members  are  making  a 
yeoman's  fight  to  secure  a  more  effective  central  control  over  local 
assessments.  If  we  succeed  we  shall  achieve  a  result  which  will  I  know 
command  your  cordial  approval  as  being  in  line  with  all  the  modern 
movements  for  tax  reform.  Wishing  you  all  possible  success  in  your 
deliberations,  I  am,  with  renewed  greetings  yours  in  fraternal  co- 
operation. E.  E.  A.  Seligman. 
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REPORT  OF  THE  COMMITTEE  ON  RESOLUTIONS 

Chairman  Whitney:  The  business  meeting  of  the  confer- 
ence will  now  come  to  order.  The  first  business  on  the  program 
is  the  report  of  the  Resolutions  Committee  by  its  chairman, 
Mr.  Charles  A,  Andrews. 

Mr.  Charles  A.  Andrews,  of  Massachusetts :  On  behalf  of 
the  Resolutions  Committee  I  beg  leave  to  report  as  follows : 

Resolved,  That  the  thanks  and  appreciation  of  the  Dele- 
gates to  this  Conference  be,  and  hereby  are,  expressed  to  the 
officers  of  the  National  Tax  Association  and  of  the  California 
State  Tax  Association;  to  the  San  Francisco  Committee  of 
Arrangements;  to  the  American  Telephone  and  Telegraph 
Company,  and  its  agent,  Mr.  Peck ;  to  Mr.  J.  F.  Zoller  and  the 
Railroads  and  to  the  various  Civic  bodies  and  individuals  who, 
en  route  or  in  California,  have  ministered  to  the  success  of  this 
conference  and  to  the  entertainment  and  enjoyment  of  those 
in  attendance. 

[Resolution  voted.] 

Mr.  Charles  A.  Andrews,  continuing : 

Whereas,  improvement  in  tax  systems  in  this  country  can 
be  accomplished  only  with  the  consent  of  the  electorate. 

Be  it  Resolved,  That  in  the  opinion  of  this  conference  the 
National  Tax  Association  may  well  undertake  a  campaign  of 
education,  and  to  this  end  may  well  organize  branches  in  the 
several  states  or  ally  itself  with  organizations  already  in  exist- 
ence, may  publish  a  bulletin  devoted  to  matters  of  taxation  and 
public  finance,  and  may  by  the  creation  of  a  publicity  commit- 
tee or  otherwise  see  to  it  that  the  doings  of  succeeding  confer- 
ences are  more  extensively  reported  in  the  press. 

[Resolution  voted.] 
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Mr.  Charles  A.  Andrews,  continuing : 

Resolved,  That  the  members  of  this  conference  favor  amend- 
ments to  state  constitutions  which  will  give  the  legislature 
power  to  adjust  systems  of  taxation  to  present  economic  condi- 
tions. 

I  move  the  adoption  of  the  resolution,  and  in  explanation, 
will  say  that  a  resolution  of  this  kind  was  earnestly  requested 
by  the  representatives  of  states  where  constitutional  amend- 
ments are  now  pending, 

[Motion  seconded.] 

Mr.  Charles  V.  Galloway:  For  those  who  may  not  be 
familiar  with  past  proceedings  of  these  conferences,  I  will  read 
a  resolution  adopted  by  the  first  conference  of  the  National 
Tax  Association,  which  has  been  reiterated  and  reaffirmed  at 
a  good  many  subsequent  meetings: 

Whereas,  The  greatest  inequalities  have  arisen  from  laws 
designed  to  tax  all  the  widely  differing  classes  of  property 
in  the  same  way,  and  such  laws  have  been  ineffective  in 
the  production  of  revenue  ;  and 

Whereas,  The  appropriate  taxation  of  various  forms  of 
property  is  rendered  impossible  by  the  restrictions  upon 
the  taxing  power  contained  in  the  constitutions  of  many 
of  the  states ; 

Resolved,  That  all  state  constitutions  requiring  the  same 
taxation  of  all  property,  or  otherwise  imposing  restraints 
upon  the  reasonable  classification  of  property,  should  he 
amended  by  the  repeal  of  such  restrictive  provisions." 

Mr.  Oscar  Leser  :  I  move  that  as  a  substitute  for  the  pend- 
ing resolution  we  re-affirm  the  resolution  just  read. 

[Resolution  voted.] 

Mr.  Charles  A.  Andrews,  continuing : 
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Resolved,  That  this  conference  request  the  National  Tax 
Association  to  appoint  a  committee  to  investigate  and  report 
as  to  methods  of  determining  the  proportions  of  interstate 
properties  assignable  to  each  of  the  several  states  in  which 
they  exist. 

[Resolution  voted.] 

Mr.  Chaeles  A.  Andrews,  continuing : 

Resolved,  That  the  report  of  the  Committee  on  the  Federal 
Income  Tax  be  accepted,  and  that  this  conference  request  the 
National  Tax  Association  to  continue  the  committee  for  one 
year,  under  instructions  to  bring  this  report  to  the  attention 
of  Congress,  to  the  end  that  the  intent  of  the  Federal  Income 
Tax  Law  may  be  made  more  clear  and  its  administration 
more  simple. 

[Resolution  voted.] 

Mr.  Charles  A.  Andrews,  continuing : 

Whereas,  the  successful  administration  of  aU  tax  laws  de- 
pends in  large  part  upon  accurate  knowledge  and  fearless 
action  of  and  by  assessors. 

Be  it  Resolved,  That  in  the  opinion  of  this  conference  all 
assessors  of  taxes  should  be  appointed  upon  the  basis  of  fitness 
by  some  body  other  than  the  persons  over  whom  they  are  to 
exercise  taxing  authority,  and  that  there  should  be  assured  to 
the  competent  a  permanent  tenure  of  office. 

This  resolution  is  submitted  not  by  the  unanimous  vote  of 
the  committee  on  resolutions.  Since  there  were  two  or  three 
members  thereof  who  reserved  their  rights  with  reference  to 
this  matter,  I  move  the  adoption  of  this  resolution. 

[Motion  seconded.] 

Chairman  Whitney:  You  have  heard  the  resolution  as 
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read  by  the  chairman.     Does  any  one  desire  to  be  heard  upon 
this? 

Mr.  Zenas  W.  Bliss,  of  Rhode  Island :  I  rise  to  oppose  the 
resolution.  It  appears  to  me  that  we  are  going  somewhat  far 
afield  in  this  matter.  The  committee  is  advocating  a  matter 
of  detail  in  the  assessment  of  taxes.  "We  are  not  setting  forth 
any  economic  principle  but  we  are  attempting  to  line  up  this 
conference  in  favor  of  a  particular  method  to  be  followed  by 
the  various  states  and  municipalities  in  the  selection  of  their 
assessors.  That  certain  states  now  appoint  assessors  in  vari- 
ous ways  of  course  we  all  know ;  but  the  real  heart  of  this  re- 
solution is  its  advocacy  of  a  plan  of  appointing  assessors  by 
some  party  outside  of  the  taxing  jurisdiction.  It  occurs  to 
me  that  we  are  going  beyond  our  proper  sphere  in  this  matter. 
We  are  doing  away  with  the  right  of  the  taxpayer  to  have 
anything  to  say  directly  about  the  assessment  of  his  tax.  All 
of  the  systems  of  taxation  in  this  country,  so  far  as  I  know, 
depend  upon  the  consent  of  the  taxpayer.  To  set  up  an 
arbitrary  body  of  men  to  assess  taxes,  with  absolutely  no  ap- 
peal except  the  indirect  appeal  to  the  appointing  authority, 
seems  to  me  a  very  dangerous  thing  to  do.  It  would  tend,  I 
think,  to  build  up  an  organization  which  would  certainly  be 
dangerous  in  many  states  from  a  purely  political  standpoint. 
You  would  have,  for  instance,  the  governor  appointing  the 
tax  commission,  and  the  tax  commission  appointing  all  of  the 
assessors,  and  there  would  thus  be  created  in  many  states  a 
political  organization  which  it  would  be  impossible  to  over- 
throw. The  tax  commission  would  never  fear  the  governor 
because  it  would  control  the  machinery  which  nominates  and 
elects.  Every  municipality  would  be  more  or  less  directly  un- 
der the  control  of  the  tax  commission.  This  proposal,  it  seems 
to  me,  is  fraught  with  the  gravest  danger.  I  doubt  whether 
the  people  are  ready  to  give  up  the  right  of  naming  assessors 
by  whatever  means  they  see  fit.  "We  are  going,  it  seems  to 
me,  entirely  outside  of  the  sphere  of  this  conference  when 
we  recommend  matters  of  this  kind.  If  there  are  states  where 
that  principle  might  be  employed,  well  and  good.  There  are 
other  states  where  it  would  be  the  worst  thing  that  could  be 
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done.     I  seriously  doubt  the  wisdom  of  endorsing  any  such 
principle  and  I  oppose  it. 

Mr.  Celsus  p.  Link,  of  Colorado:  From  a  practical  stand- 
point of  securing  good  government  in  taxation,  I  believe  there 
is  no  more  important  step  to  be  taken  than  to  adopt  the  prin- 
ciple underlying  this  resolution.  I  favor  the  resolution  now 
and  have  hoped  that  such  a  resolution  would  come  before  this 
body  for  the  last  three  years,  especially  because  in  the  practical 
administration  of  taxes  we  have  found  that  the  grossest  failures 
arise  from  not  having  complete  control  of  the  local  assessors. 
If  a  centralized  body  is  proper,  that  centralized  body  should 
have  complete  authority  in  the  state  and  all  subdivisions  of 
the  state.  In  regard  to  the  political  aspects,  I  hold  views 
directly  opposite  to  those  stated  by  the  former  speaker.  I 
believe  that  by  having  permanent  assessors  under  the  appoint- 
ment of  a  centralized  body,  we  shall  get  rid  of  politics,  and 
I  most  heartily  favor  this  resolution. 

Chairman  Whitney:  Would  it  not  be  possible  to  obtain 
much  the  same  results  by  giving  your  central  commission  the 
power  of  reassessment?  As  it  has  often  been  said  here,  you 
do  not  have  to  use  it. 

Mr.  Celsus  P.  Link  :  Reassessment  has  been  the  death  of  one 
or  two  centralized  bodies.  As  Professor  Adams  explained 
yesterday,  it  came  near  resulting  in  the  abolishment  of  the 
Wisconsin  Tax  Commission,  did  it  not? 

Prof.  T.  S.  Adams:  Yes.  Mr.  Link's  idea,  as  I  understand 
it,  is  to  have  an  assessor  who  is  competent  and  fearless,  and 
as  far  removed  from  political  influence  as  possible. 

Mr.  Celsus  P.  Link:  Entirely  removed  from  political  in- 
fluence. 

Prop.  T.  S.  Adams  :  My  opinion  on  this  subject  has  changed 
very  much  in  the  last  two  or  three  years.  In  the  last  two  years 
I  have  been  very  thankful,  and  the  other  members  of  the 
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Wisconsin  Tax  Commission  have  been  thankful,  that  we  were 
not  charged  with  the  duty  of  appointing  every  assessor.  You 
gentlemen  are,  I  think,  advocating  a  thing  that  has  never  been 
widely  tried  even  in  Germany  and  England — I  do  not  know 
about  France — or  in  the  continental  countries  of  Europe  where 
centralized  control  goes  so  far.  They  have  never  dared  to 
abolish  all  local  representation  in  assessment  work.  And  I 
think  you  better  be  cautious  before  you  absolutely  break  with 
that  old  custom,  which  must  have  some  deep  political  and  social 
reasons  behind  it.  So  far  as  Wisconsin  is  concerned,  I  en- 
dorsed for  years,  and  very  earnestly,  the  sentiment  expressed 
in  this  resolution ;  but  I  have  been  converted  to  this  point  of 
view,  that  I  now  prefer  the  Wisconsin  system  of  local  selection, 
plus  control  from  above.  This  relieves  the  centra]  body  from 
the  enormous  responsibility  of  appointing  all  the  assessors  for 
every  district  in  the  state  and  vouching  for  their  work.  What 
we  need  is  local  selection  plus  central  guidance  and  control. 
What  tax  commission  could  safely  and  successfully  assume 
responsibility  for  the  assessments  in  every  part  of  the  state? 

Mr.  Oscar  Leser  :  The  resolution  does  not  endorse  the  ap- 
pointment of  assessors  by  the  state  board ;  it  suggests  appoint- 
ment rather  than  election. 

Mr.  Zenas  W.  Bliss  :  I  mean  appointed  by  some  authority 
outside  of  the  assessment  jurisdiction. 

Chairman  Whitney:  That  is,  the  subjects  of  taxation  do 
not  select  their  own  officials. 

Mr.  Samuel  T.  Howe:  I  think  the  criticism  is  right.  I 
think,  Judge  Leser,  that  it  is  subject  to  that  criticism,  because 
it  provides  that  they  should  be  appointed  on  the  basis  of 
fitness  by  others  than  those  over  whom  they  are  to  exercise 
taxing  authority.  That  would  debar  a  local  body  from  ap- 
pointing these  assessors. 

Mr.  a.  H.  Davison,  of  Iowa:  That  would  be  the  result  in 
our  state.     The  county  board  could  name  the  assessor. 
31 
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Mr.  Samuel  T.  Howe  :  It  seems  to  me  it  would  be  open  to 
that  criticism. 

Prof.  T.  S.  Adams  :  Did  not  Mr.  Lord  give  us  the  proper 
idea  when  instead  of  endorsing  this  scheme  he  recommended 
that  some  selective  process  be  applied  to  the  assessors  ?  Elect 
or  appoint  if  we  want,  but  whether  we  elect  or  appoint,  select 
from  some  qualified  group  of  men  of  whom  we  have  some  as- 
surance that  they  are  fit  for  the  job.  Has  not  the  committee 
hit  upon  the  proper  process  ? 

Mr.  E.  H.  Wolcott:  Do  you  believe  it  would  be  possible 
to  put  a  qualification  on  a  man  who  is  to  inin  for  office  ?  As 
long  as  it  is  open  to  the  elector  you  cannot  put  in  your  re- 
strictions. The  only  possible  way  you  can  secure  qualifica- 
tion is  by  some  appointive  process. 

Mr.  Samuel  T.  Howe:  I  am  decidedly  in  favor  of  an  ap- 
pointive system,  but  I  do  not  believe  in  removing  the  ap- 
pointive power  so  far  from  local  influence. 

Mr.  0.  C.  Lockhart,  of  Ohio :  I  want  to  answer  one  point 
made  by  Governor  Bliss  with  regard  to  the  authority  of  the 
taxpayer  over  his  assessment.  It  seems  to  me  that  that  does 
not  lie  either  in  the  election  or  the  appointment.  After  all, 
the  control  of  the  taxpayer  over  his  assessment  should  be 
openly  exercised  and  not  secretly  exercised.  The  whole  ef- 
fect of  the  elective  system  is  that  the  taxpayer — that  is,  a  few 
taxpayers — may  secretly  exercise  control  over  their  assess- 
ments. The  question  of  revision  of  assessments  is  of  course 
taken  care  of  by  boards  of  revision. 

Mr.  Zenas  W.  Bliss:  I  offer  the  following  amendment:  to 
strike  out  after  the  words  "  basis  of  fitness  "  the  words  "  by 
some  body  other  than  the  persons  over  whom  they  are  to 
exercise  taxing  authority, ' '  so  the  resolution  will  read : 

Whereas,  the  successful  administration  of  all  tax  laws  de- 
pends in  large  part  upon  accurate  knowledge  and  fearless  ac- 
tion of  and  by  assessors ; 
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Be  it  Resolved,  That  in  the  opinion  of  this  conference  all 
assessors  of  taxes  should  be  appointed  upon  the  basis  of  fitness 
and  that  there  should  be  assured  to  the  competent  a  permanent 
tenure  of  office. 

[Seconded.] 

Chairman  Whitney:  Will  the  mover  accept  the  amend- 
ment? 

Mr.  Charles  A.  Andrew:  So  far  as  I  am  concerned,  on 
behalf  of  the  committee,  I  do. 

Mr.  Charles  V.  Galloway  :  I  think  we  are  getting  out  on 
pretty  thin  ice  with  a  resolution  of  this  character,  and  I  feel 
certain  that  if  I  wanted  to  refer  in  the  state  of  Oregon  to 
the  resolutions  of  this  conference  in  support  of  any  measure 
pending,  I  would  keep  this  one  resolution  in  the  dark.  I  am 
confident  that  it  would  not  add  anything  to  what  I  might 
want  to  claim  for  the  National  Tax  Association  and  its  ex- 
pressions. I  believe  that  it  is  possible  to  have  an  excellent 
system  of  taxation  and  of  administration  under  the  elective 
system,  just  as  it  is  possible  to  have  it  under  the  appointive 
system.  This  conference  is  made  up  of  college  men,  econom- 
ists and  tax  administrators,  officials,  both  state  and  local.  We 
invite  within  our  ranks  and  solicit  the  membership  of  local 
assessors,  as  well  as  tax  commissioners,  and  someone  might 
just  as  pertinently  suggest  that  tax  commissioners  themselves 
be  required  to  pass  a  civil  service  examination,  as  that  local 
assessors  should  be  required  to  pass  civil  service  requirements. 
We  have  quite  a  number  of  state  tax  commissioners  here,  some 
elective  and  some  appointive.  In  my  own  state  now  there  is 
an  agitation  for  election  rather  than  the  appointment  of  a  lot 
of  commissioners  who  are  not  appointed  by  the  governor  or 
state  board,  and  the  tax  commission  itself  is  one  of  that  list. 
As  I  said  before,  I  think  we  are  getting  on  thin  ice  in  adopting 
a  resolution  of  this  character. 

Mr,  F.  S.  Shaw,  of  Iowa :  I  do  not  know  how  many  of  you 
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gentlemen  have  been  in  touch  with  the  local  assessors,  but  in 
my  court  house  in  Tama  County,  Iowa,  for  twelve  years  I  was 
in  touch  with  the  local  assessors,  and  I  am  here  to  go  on  record 
as  favoring  this  resolution  because  we  had  more  trouble  in 
getting  good  assessments  from  the  men  who  were  elected  in 
their  respective  townships  than  we  had  with  anything  else. 
There  were  a  large  number  of  men  in  my  county  elected  year 
after  year,  or  every  two  years  as  the  case  might  be,  who  were 
elected  by  the  people  just  for  the  express  purpose  of  giving 
them  a  low  assessment.  The  board  had  to  raise  those  assess- 
ments year  after  year;  still  those  assessors  were  re-elected. 
Now,  if  the  county  board  had  had  the  power  to  appoint  those 
men,  we  would  not  have  had  that  trouble,  and  I  hope  the 
resolution  will  pass. 

Mr.  Oscar  Leser  :  I  think  that  there  is  no  more  reason  for 
electing  an  assessor  than  for  electing  a  policeman. 

Mr.  Zenas  "W.  Bliss:  I  w^ould  like  to  ask  the  Judge  if  he 
would  like  to  have  the  policeman  appointed  by  somebody  out- 
side of  the  jurisdiction. 

Chairman  Whitney  :  In  Pennsylvania,  Governor,  they  have 
a  state  constabulary. 

Mr.  Oscar  Leser  :  They  are  not  elected. 

Chairman  Whitney:  They  are  not  selected  by  the  men 
whom  they  govern,  by  any  means. 

Mr.  Douglas  Sutherland:  In  a  great  many  states  which 
do  not  have  tax  commissions,  and  even  in  states  which  have 
tax  commissions  but  elect  their  assessors,  there  is  a  good  deal 
of  sentiment  against  a  change  of  this  sort ;  and  so  far  as  the 
question  of  expediency  is  concerned,  I  think  Mr.  Galloway  has 
probably  made  a  good  point.  Take  our  situation  in  Cook 
County,  Illinois.  It  is  not  the  same  in  other  counties.  We 
elect  there  a  small  board  of  assessors  at  large  with  terms  expir- 
ing in  rotation,  and  a  board  of  review  of  three  members,  terms 
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expiring  in  rotation,  and  we  have,  so  far  as  administration 
goes,  pretty  fair  results ;  far  superior  to  anything  we  ever  had 
under  the  old  system.  Things  might  be  a  great  deal  worse. 
And  we  have  pretty  high-grade  men  holding  those  positions. 
I  can  see  that  there  might  be  many  states  or  many  localities 
that  would  have  good  administration  with  assessors  selected 
by  appointment  instead  of  election.  I  feel  strong  for  the 
appointive  system  myself.  It  is  simply  a  question  of  expedi- 
ency, and  I  was  wondering  whether  that  word  "  appointed  " 
might  be  changed  to  selected,  with  the  approval  of  the 
conference. 

Mr.  H.  B.  White,  of  Kansas :  I  came  to  this  association  with 
the  original  intention  of  not  saying  a  word,  yet  my  feelings 
on  this  subject  are  such  that  I  must  briefly  say  that  I  doubt  and 
I  am  not  convinced  that  the  suggestion  contained  in  this  re- 
solution proposes  a  remedy  for  the  evils  of  our  system.  I 
think  they  are  due  to  the  duplicity  of  men,  as  I  believe  high 
taxes  are  due  to  the  extravagance  of  the  legislature.  I  be- 
lieve, Mr.  Chairman  and  gentlemen,  that  the  voters  of  the 
precincts  exercise  a  fair  intelligence  and  discrimination  in  the 
selection  of  their  assessing  officers.  This  system  is  not  with- 
out its  objections,  but  I  am  not  convinced  by  any  means, 
that  the  suggestion  contained  in  this  resolution  proposes  a 
remedy.  I  doubt  if  the  authority  in  which  this  appointing 
power  might  be  vested  would  have  available  better  informa- 
tion than  the  men  who  live  with  the  men  to  be  selected; 
and  I  say  to  you  that  so  far  as  my  observation  extends  the 
election  of  an  assessor  is  as  far  removed  from  partisanship  as 
the  election  of  any  officer  in  our  state  and  I  believe  it  was 
never  further  from  partisanship  than  it  is  to-day.  I  believe 
the  system  is  an  efficient  system,  comparatively,  and  I  believe 
with  state  supervision  we  would  have  as  good  a  system  at  least 
as  is  proposed  in  the  resolution. 

Mr.  J.  B,  Evans,  of  Utah :  It  seems  to  me  that  the  majority 
of  people  here  appreciate  the  fact  that  this  resolution  calls  for 
something  that  will  be  beneficial,  but  the  question  is  whether  it 
will  be  desirable  for  this  body  to  adopt  a  resolution  of  that 
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kind.  It  seems  to  me  that  is  the  point  upon  which  we  are 
called  upon  to  vote — the  desirability  of  the  resolution  issuing 
for  this  body. 

]\Ir.  Samuel  Lord  :  I  have  given  a  good  deal  of  thought  to 
ways  and  means  for  improving  the  methods  of  selecting  as- 
sessors, but  have  not  been  able  to  reach  a  definite  conclusion. 
I  doubt  whether  any  one  has  reached  a  final  solution  of  the 
question,  and  for  that  reason  and  because  of  the  very  strong 
opposition,  I  doubt  very  much  the  wisdom  of  passing  this 
resolution.  The  committee  which  had  under  consideration  the 
very  question  involved  in  this  resolution  presented  in  its  re- 
port to  the  conference  four  different  ways  for  improving  the 
methods  of  selecting  assessors.  The  methods  outlined  in  this 
report  include  all  of  the  feasible  ways  that  occurred  to  this 
committee.  The  committee  undertook  to  cover  the  ground  so 
completely  that  one  or  the  other  of  the  plans  might  be  adopted 
in  any  state  of  the  Union  without  radically  changing  existing 
conditions  or  causing  extreme  opposition.  The  Minnesota  tax 
commission  has  had  its  share  of  experience  with  assessors,  and 
as  a  result  has  necessarily  discovered  a  few  things.  I  think  I 
can  safely  say  that  in  our  state,  where  we  have  something  like 
2550  assessors,  that  two-thirds  of  them  are  fairly  capable  men, 
honest,  and  perhaps  of  more  than  average  intelligence.  We 
are  afflicted,  however,  with  somewhere  from  25  to  33i^  per 
cent  of  men  who  are  utterly  incompetent  to  make  an  intelligent 
assessment.  Undoubtedly  the  same  condition  prevails  in  other 
states.  It  is  this  unsatisfactory  state  of  affairs  that  led  your 
committee  to  recommend  in  its  report  that  men  in  order  to  be 
eligible  to  hold  the  office  of  assessor  should  be  required  to  take 
an  examination  and  prove  their  qualifications,  in  a  somewhat 
modified  way,  the  same  as  a  teacher  is  required  to  do  who 
presents  herself  or  himself  to  a  board  of  education  for  em- 
ploj^ment.  In  most  states  before  a  teacher  can  be  selected  he 
must  present  a  certificate  showing  that  he  has  passed  a  satis- 
factory examination  and  is  qualified  to  teach. 

I  am  unable  to  see  why  it  is  not  entirely  feasible  to  provide 
by  law  that  no  one  shall  be  selected  or  be  eligible  to  the  office  of 
assessor  who  has  not  passed  a  civil  ser^ace  examination,  in 
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which,  as  suggested  in  our  report,  the  fundamentals  of  an  edu- 
cation are  required.  We  should  not  be  too  particular  about 
the  man's  ability  to  spell  difficult  words  correctly.  He  ought 
not  to  be  sounded  in  words  of  five  syllables  or  required  to  show 
any  great  proficiency  in  grammar.  The  question  of  whether 
he  knows  anything  about  geometry  is  unimportant,  but  he 
ought  to  be  able  to  read,  to  write,  and  to  cipher ;  and  he  ought 
to  be  a  man  able  by  experience  and  intelligence  to  put  a  fair 
value  upon  ordinary  property,  and  to  correctly  record  his 
conclusions  in  a  book.  I  do  not  see  any  unsurmountable  diffi- 
culty in  devising  and  putting  into  operation  a  workable  plan 
by  which  men  who  desire  to  run  for  the  office  of  assessor  might 
not  be  compelled  to  present  in  advance  a  certificate  showing 
that  they  are  qualified  to  perform  the  work  as  it  ought  to  be 
done.  If  by  chance  in  a  county  or  township,  whichever  sys- 
tem prevails,  no  one  offers  himself  for  the  job,  then  and  in  that 
event  of  course  a  vacancy  would  result  and  some  qualified  per- 
son would  have  to  be  appointed  to  fill  it.  But  I  doubt  whether 
it  is  wise  to  pass  a  hard  and  fast  resolution  saying  we  are  in 
favor  absolutely  of  the  appointment  of  assessors  rather  than 
their  election;  and  while  I  do  not  want  to  throw  cold  water 
on  the  resolution  and  have  hesitated  to  say  anything  against 
it,  I  can  not  support  it  because  I  feel  that  its  adoption  would 
be  unwise  at  this  time.  I  believe  that  possibly  some  good 
might  result  from  the  approval  by  this  association  of  the 
report  of  your  committee  on  ' '  Methods  of  Selecting  Assessors ' ' 
presented  to  the  conference,  but  it  seems  to  me  that  is  as  far 
as  we  ought  to  go.  The  approval  of  that  report  might  possibly 
start  people  to  thinking  a  little  along  these  lines.  Possibly 
after  a  while  we  might  all  be  in  favor  of  a  civil  service  examin- 
ation for  an  officer  who  certainly  requires  some  special  quali- 
fications. Now  we  in  our  state  will  not  permit  a  man  to  shoe 
a  horse,  to  pull  a  tooth,  to  shave  a  man,  to  examine  an  eye 
to  see  whether  an  eye  glass  is  needed,  to  practice  law,  to 
practice  medicine,  to  dispense  drugs,  to  teach  school,  or  to 
act  as  superintendent  of  schools  who  has  not  shown  himself 
qualified  therefor  by  an  examination.  And  the  office  of  as- 
sessor is  certainly  one  that  requires  special  qualifications  as 
much  as  any  of  these  vocations. 
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I  believe  that  the  time  is  not  far  distant  when  we  can  secure 
the  enactment  of  laws  in  nearly  all  of  the  states  providing  that 
no  one  shall  be  eligible  to  hold  the  office  of  assessor  who  has 
not  proven  his  fitness  for  the  place  by  passing  an  adequate 
civil  service  examination.  Such  laws  would  go  straight  to  the 
seat  of  the  difficulty  and  would  go  a  long  way  toward  repairing 
the  weakest  spot  in  the  machinery  now  used  to  enforce  the 
general  property  tax.  If  such  laws  were  enacted  it  would 
make  very  little  difference  whether  assessors  were  appointed, 
or  selected  by  popular  vote. 

Mr.  Charles  A.  Akdrews:  As  an  individual  and  not  as 
chairman  of  the  committee  on  resolutions,  I  offer  the  follow- 
ing as  a  substitute  for  the  resolution  as  read : 

Resolved,  That  the  report  of  the  committee  be  accepted  and 
respectfully  referred  to  the  attention  of  tax  officials  and  legis- 
latures for  their  guidance  in  determining  the  method  of  the 
selection  of  assessors  of  taxes. 

I  move  this  as  a  substitute. 

[Motion  seconded.] 

Chairman  Whitney  :  It  has  been  moved  and  seconded  that 
the  resolution  as  read  by  Mr.  Andrews  be  substituted  for  the 
one  reported,  and  amended,  by  the  committee  on  resolutions. 
Do  I  hear  any  discussion. 

Ayes  and  noes. 

Chairm.vn  Whitney:  The  chair  is  unable  to  decide.  We 
will  take  a  rising  vote.  Those  voting  must  be  official  dele- 
gates, one  vote  to  each  state. 

Rising  vote. 

Chairman  Whitney:  There  are  sixteen  in  favor,  and  four- 
teen against.     The  substitute  resolution  is  carried. 
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Mr.  Frank  P,  Crandon:  You  have  to  take  a  vote  on  the 
resolution  as  substituted. 

Chairman  Whitney:  We  will  now  vote  on  the  question 
whether  or  not  to  substitute  the  last  resolution  read  by  Mr. 
Andrews  for  the  one  as  reported  by  the  resolutions  committee. 
All  in  favor  of  substituting  that  resolution  will  stand  until 
counted;  all  those  who  are  official  delegates — others  have 
no  voice. 

Rising  vote ;  32  for,  19  against. 

Chairman  Whitney  :  Now  on  the  question  of  adopting  the 
substitute  resolution. 

Ayes  and  noes. 

Chairman  Whitney  :  It  is  so  ordered. 

Gentlemen,  that  brings  our  Ninth  Annual  Conference  to  a 
close,  and  before  leaving  the  chair  I  want  to  express  my  ap- 
preciation of  the  honor  conferred  in  selecting  me  as  permanent 
chairman.  I  do  appreciate  it  very  much  indeed,  particularly 
because  I  am  concerned  every  day,  as  you  all  know,  with  the 
affairs  of  a  corporation  which  is  certainly  nation-wide,  and 
whose  property  is  in  nearly  every  taxing  district  in  this 
country  as  well  as  in  foreign  countries.  I  thank  you  very 
much. 

Mr.  Frank  P.  Crandon:  Before  adjournment  of  the  con- 
ference, I  want  to  move  that  the  thanks  of  this  conference  be 
tendered  to  Mr.  Whitney  and  that  we  exhibit  our  appreciation 
of  his  services  to  the  conference  and  his  official  courtesy  dur- 
ing the  entire  session. 

]\Ir.  Celsus  p.  Link  :  Those  in  favor  of  that  motion  say  aye. 
It  is  unanimous. 

Mr.  Whitney  :  I  thank  you  Mr.  Crandon,  Mr.  Link  and  the 
other  gentlemen  very  much. 


490  NATIONAL  TAX  ASSOCIATION 

Mr.  Allen  Ripley  Foote:  Before  you  adjourn,  I  want  to 
make  a  remark.  You  have  been  generous  in  remembering 
those  who  initiated  the  organization  of  this  association.  I 
want  to  go  on  record  with  my  testimony  that  I  consider  the 
sessions  of  this  conference  to  be  equal,  if  not  superior,  in 
ability,  in  interest  and  in  the  quality  of  the  papers  read,  to 
iany  conference  we  have  ever  held ;  and  I  want  you  to  be  as 
generous  in  supporting  those  who  have  taken  up  the  burden 
of  carrying  forward  the  work  of  the  association  as  you  have 
been  in  remembering  those  who  initiated  it.     [Applause.] 
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CONSTITUTION  OF  THE  NATIONAL  TAX  ASSOCIATION 

As  amended  at  its  Seventh  Annual  Meeting,  October  S5,  1913,  and  at 
its  Ninth  Annual  Meeting,  August  IS,  1915 

ARTICLE  I 

NAME   AND  OBJECTS 

Section  1.  The  name  of  this  association  shall  be  "National  Tax 
Association. ' ' 

Sec.  2.  Its  objects  shall  be  to  formulate  and  announce,  through  the 
deliberately  expressed  opinion  of  an  annual  conference,  the  best  informed 
economic  thought  and  ripest  administrative  experience  available  for  the 
correct  guidance  of  public  opinion,  legislative  and  administrative  action 
on  all  questions  pertaining  to  taxation,  and  to  interstate  comity  in  tax- 
ation. 

ARTICLE  II 

MEMBERSHIP 

Section  1.  Any  person  in  sympathy  with  the  objects  of  the  associa- 
tion shall  be  eligible  to  membership.  All  memberships  shall  be  con- 
tinuing and  the  dues  therefor  shall  be  paid  annually  unless  the  member- 
ship is  discontinued  by  reason  of  death,  resignation  or  non-payment 
of  dues. 

Sec.  2.  The  annual  membership  dues  shall  be  five  dollars,  and  shall 
be  payable  in  advance,  on  the  date  of  the  application  foi-  membership, 
and  annually  thereafter.  Any  member  who  shall  fail  to  pay  his  dues 
within  one  year  from  the  date  when  payable  shall  be  dropped  from 
membership  on  account  of  such  non-payment. 

Sec.  3.  All  members  not  in  arrears  for  annual  dues  shall  be  entitled 
to  receive,  without  charge,  one  copy  of  the  proceedings  of  the  annual 
conference  for  the  current  year,  and  one  copy  of  such  reports,  bulletins, 
pamphlets,  and  documents  as  may  be  issued  by  the  association  from 
time  to  time  for  general  circulation. 

ARTICLE  in 

annual  conference 

Section  1.  An  annual  national  conference  on  taxation  shall  be  held 
under  the  auspices  of  this  association  during  the  month  of  September 
in  each  year,  or  at  such  time  and  place  as  its  executive  committee  may 
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determine.  The  details  of  each  conference  shall  be  arranged  by  the 
executive  committee  in  co-operation  with  such  special  and  standing  com- 
mittees as  may  be  created  by  this  association  at  its  annual  meetings 
for  such  purpose. 

Sec.  2.  The  administrative  personnel  of  each  annual  conference  shall 
be  composed  of  three  delegates  appointed  by  the  governor  of  each  state, 
and  public  officials  holding  legislative  or  administrative  positions 
charged  with  the  duty  of  investigating,  legislating  upon,  or  administer- 
ing tax  laws. 

Sec.  3.  The  educational  personnel  of  each  annual  conference  shall 
be  composed  of  persons  identified  with  universities  and  colleges  that 
maintain  a  special  course  in  public  finance,  or  at  which  that  subject 
receives  special  attention  in  a  general  course  of  economics;  members  of 
the  profession  of  certified  public  accountants;  and  public  men,  editors, 
writers  and  speakers  who  hold  no  educational  or  official  position  but  who 
have  developed  a  special  interest  in  the  subject  of  taxation. 

Sec.  4.  The  voting  power  in  each  conference  upon  any  question  in- 
volving an  official  expression  of  the  opinion  of  the  conference  shall  be 
vested  in  delegates  appointed  by  governors  of  states;  universities  and 
colleges,  or  institutions  for  higher  education,  and  state  associations  of 
certified  public  accountants,  each  of  whom  shall  have  one  vote. 

Sec.  5.     Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  association  shall  have  the  right  to  vote  in 
any  annual  conference  by  virtue  of  such  membership. 

Sec.  7.  The  last  session  of  each  annual  conference,  or  so  much  of  it 
as  may  be  necessary,  shall  be  devoted  to  the  consideration  of  the  report 
of  the  conference  committee  on  resolutions  and  conclusions.  The  re- 
port of  this  committee,  as  adopted  by  the  conference,  shall  be  its  official 
expression  of  opinion,  and  it  shall  not  be  held  to  have  endorsed  any  other 
expression  of  opinion  by  whomever  made.  The  voting  power  of  the 
conference  upon  an  official  expression  of  its  opinion,  is  limited  with  the 
purpose  of  safeguarding  the  conference  from  the  possibility  of  having 
its  expression  of  opinion  influenced  by  any  class  interest;  or  considera- 
tion for  those  who  devote  their  time  to  the  work  or  management  of  this 
association ;  or  favor  for  those  who  contribute  money  for  its  support. 
The  annual  conference  will  be  the  means  used  by  the  association  for 
carrying  into  practical  effect  its  purpose  to  secure  an  expression  of 
opinion  that  will  formulate  and  announce  the  best  iiiformed  economic 
thought  and  ripest  administrative  experience  available  for  the  correct 
guidance  of  public  opinion,  legislative  and  administrative  action  on  all 
questions  pertaining  to  taxation,  and  to  interstate  comity  in  taxation. 

Sec.  8.  Organization  of  the  Conference.  The  temporary  and  per- 
manent chairman;  secretary  and  official  stenographer;  address  of  wel- 
come and  response  to  the  same;  meeting  place,  accommodations  for  dele- 
gates, and  all  necessary  preliminary  details  for  each  conference,  and 
also  the  program  of  papers  and  discussions,  shall  be  arranged  for  the 
conference  by  the   executive   committee   of   this   association.     All   other 
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details  of  the  organization  and  work  of  the  conference  shall  be  arranged 
by  the  delegates  present  in  such  manner  as  they  may  from  time  to 
time  decide. 

ARTICLE  IV 

ANNUAL  AND   SPECIAL   MEETINGS   OF   THE   ASSOCIATION 

Section  1.  The  annual  meeting  of  the  association  shall  be  held  in 
connection  with  the  annual  conference  and  at  such  time  as  the  executive 
committee  may  determine.  Sixty  days'  notice  shall  be  given  to  all 
members  of  the  time  and  place  at  which  such  annual  meeting  is  to  be  held. 

Sec.  2.  Special  meetings  of  this  association  may  be  held  at  any 
time  and  place,  when  called  by  its  executive  committee.  At  least  thirty 
days'  notice  shall  be  given  to  all  members  of  each  s]:  ;cial  meeting, 
which  notice  shall  specify  the  purpose  for  which  the  meeting  is  called, 
and  no  business  shall  be  transacted  at  such  meeting  other  than  that 
specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  present  at  any  annual  or  special 
meeting  of  this  association  shall  constitute  a  quorum  for  the  transaction 
of  business,  but  such  quorum  shall  at  no  time  be  less  than  fifteen,  and 
whenever  the  attendance  of  members  and  delegates  exceeds  one  hundred, 
twenty-five  shall  constitute  a  quorum. 

ARTICLE  V 

OFFICERS    AND   EXECUTIVE    COMMITTEE 

Section  1.  The  affairs  of  this  association  shall  be  administered  by 
a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an  executive 
committee  consisting  of  the  president,  vice-president,  secretary,  treasurer 
and  nine  additional  members  to  be  elected  by  the  association  at  its 
annual  meetings  and  to  hold  office  until  their  successors  are  duly  elected. 
In  the  discretion  of  the  association  the  same  person  may  serve  both  as 
secretary  and  treasurer.  The  ex-presidents  at  their  option  may  become 
ex-officio  members  of  the  executive  committee,  and  two  honorary  mem- 
bers of  the  executive  committee  may  be  elected  annually  representing 
the  Dominion  of  Canada. 

Sec.  2.  Officers  shall  be  elected  for  terms  of  one  year  and  shall  be 
eligible  for  re-election.  Three  active  members  of  the  executive  com- 
mittee shall  be  elected  each  year  for  terms  of  three  years  each,  except 
that  at  the  first  election  following  the  adoption  of  this  amendment  three 
such  members  shall  be  elected  for  terms  of  three  years,  three  for  terms 
of  two  years  and  three  for  terms  of  one  year  each.  After  the  election  in 
1915  no  such  member  of  the  executive  committee  shall  be  re-elected  to 
succeed  himself  thereon. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the  executive 
committee  or  of  any  standing  committee  may  be  filled  by  the  executive 
committee  for  the  unexpired  term. 
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AETICLE  YI 

DUTIES   OF   OFFICERS   AND    COMMITTEES 

Section  1.  The  officers  of  this  association  shall  perform  the  cus- 
tomary duties  of  their  respective  offices,  and  such  other  duties  as  may 
be  assigned  to  or  required  of  them  from  time  to  time  by  its  executive 
committee,  or  by  the  association. 

Sec.  2.  When  compensation  is  paid  to  any  officer  of  this  association, 
the  amount  thereof  shall  be  fixed  by  the  executive  committee,  and  pay- 
ment shall  be  made  only  as  authorized  by  that  committee. 

Sec.  3.  The  Executive  Committee  shall  have  power  to  appoint  addi- 
tional officers,  heads  of  departments  and  agents,  from  time  to  time,  pre- 
scribe their  duties,  fix  their  term  sf  office,  and  their  compensations,  and 
also  to  appoint  standing  or  special  committees  and  prescribe  their  powers 
and  duties.  AU  committees  appointed  by  the  executive  committee  shall 
report  to  that  committee. 

Sec.  4.  The  Executive  Committee  and  all  standing  committees 
created  by  this  association  shall  perform  such  general  and  special  duties 
as  may  be  assigned  to  them  by  the  association. 

Sec.  5.  Such  Standing  and  Special  Committees  may  be  created  from 
time  to  time  by  this  association  as  may  be  deemed  necessary  for  the 
efficient  promotion  of  the  work  being  undertaken.  All  committees  ap- 
pointed by  the  association  shall  report  to  the  association, 

AETICLE  VII 

FINANCIAL   MANAGEMENT 

Section  1.  This  Association,  its  Executive  Committee,  or  any  of  its 
officers,  agents,  or  employees  shall  have  no  power  to  contract  a  debt, 
or  liability  of  any  kind,  for  which  the  association  or  its  members  col- 
lectively or  individually  can  be  held  responsible,  in  excess  of  the  amount 
of  its  funds  available  for  the  payment  of  the  same. 

Sec.  2.  The  fiscal  year  of  the  association  shall  begin  with  the  first 
day  of  the  month  of  July  and  end  with  the  last  day  of  the  month  of 
June  in  each  year. 

Sec.  3.  The  accounts  of  the  Association  for  each  fiscal  year  shall  be 
closed  on  the  30th  day  of  June  in  each  year.  They  shall  be  audited  by 
a  chartered  or  certified  public  accountant,  who  shall  certify  to  the  cor- 
rectness of  the  financial  reports  submitted  to  the  association  in  its  annual 
meeting. 

ARTICLE  VIII 

GENERAL  OFFICES  AND  LIBRARY 

Section  1.  The  offices  and  library  of  this  association  shaU  be  estab- 
lished and  maintained  at  such  place  or  places  as  may  be  determined  by 
its  executive  committee. 
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Sec.  2.  This  Association  shall  accumulate  and  properly  index,  as 
rapidly  as  its  funds  will  permit,  a  reference  and  circulating  library  which 
shall  contain  one  or  more  copies  of  every  useful  leaflet,  pamphlet,  ad- 
dress, document,  and  book  on  the  subject  of  taxation.  As  far  as  is 
possible  with  the  funds  available  for  the  purpose,  this  library  shall  be 
kept  continuously  written  up  to  date  and  indexed  so  as  to  enable  its 
custodian  to  supply  on  application  correct  and  full  reference  to  all 
authorities  on  any  phase  of  the  subject  of  taxation,  the  decisions  of 
courts,  the  statistical  results  of  taxation  laws  and  of  changes  made  in 
such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge  to  all 
members  of  this  association  and  to  all  legislative,  executive,  and  judicial 
officers  of  states  and  of  their  political  subdivisions,  and  to  every  person 
desiring  to  study,  discuss  or  speak  upon  any  feature  of  the  subject  of 
taxation. 

AETICLE  IX 

PKOCEEDINGS   AND  PUBLICATION 

Section  1.  At  each  annual  meeting  the  association  shall  elect,  or 
authorize  its  president  to  appoint,  a  standing  publication  committee,  un- 
der whose  supervision  a  full  report  of  the  proceedings  of  the  annual 
conference  last  held  shall  be  edited  and  published.  This  committee 
shall  also  edit  and  supervise  the  publication  of  all  reports,  pamphlets, 
and  literature  in  other  forms  issued  by  this  association. 

Sec.  2.  The  Executive  Committee  shall  authorize  the  terms  of  sale 
or  of  distribution  of  all  publications  issued  by  this  association. 

AETICLE  X 

BY-LAWS 

Section  1.  The  Executive  Committee  is  authorized  to  formulate, 
adopt,  and  from  time  to  time  amend,  such  by-laws  as  it  may  deem  neces- 
sary for  the  good  government  of  the  affairs  of  this  association,  and  of 
the  official  conduct  of  its  officers  and  committees. 

AETICLE  XI 

amendments 

Section  1.  This  Constitution  may  be  amended  at  any  annual  or 
special  meeting  of  this  association  by  a  two-thirds  vote  of  aU  members 
present,  provided,  the  full  text  of  the  amendment  shall  have  been  sub- 
mitted to  the  membership  by  the  executive  committee  or  by  the  member 
or  members  proposing  the  same,  at  least  thirty  days  before  the  date  of 
the  meeting  at  which  such  proposed  amendment  is  acted  upon. 
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DELEGATES   TO   THE   NINTH   ANNUAL   CONFERENCE 

D.  S. — State  Delegates. 

D.  C College  Delegates. 

D.  A. — Accountant   Delegates. 

*  indicates  those  in  attendance. 

m  indicates  member  of  National  Tax  Association. 

Arizona: 

ni*  T.  E.  Campbell,  D.  S.,  Member  State  Tax  Commission,  Phoenix. 

m  Prof.  H.  A.  E.  Chandler,  D.  S.,  Tucson, 
m*  C.  R.  Howe,  D.  S.,  Chairman,  State  Tax  Commission,  Phoenix, 
m*  R.  KucHLER,  D.  S.,  President,  State  Taxpayers'  Ass 'n,  Glendale. 

m  A.  B.  Ming,  D.  S.,  County  Assessor,  Yuma. 

m  C.  M.  Zander,  D.  S.,  Member  State  Tax  Commission,  Phoenix, 
m*  J.  R.  Gaines,  Sec'y,  Cochise  County  Taxpayers'  Ass'n,  Tombstone. 

Arkansas: 

*  E.  G.  Nourse,  D.  C,  Fayetteville. 
m*  Pres.  J.  C.  FuTRALL,  D.  C,  Fayetteville. 
m  G.  Vaughan,  D.  S.,  Little  Rock. 

California: 

M.  L.  Requa,  D.  S.,  San  Francisco. 

R.  Benjamin,  D.S.,  Chief  Deputy  Attorney  General,  San  Francisco. 
m*  C.  L.  Seavey,  D.  S.,  Chairman  State  Tax  Commission,  Sacramento, 
m*  N.  W.  Thompson,  D.  S.,  State  Senator,  Alhambra. 

E.  A.  Dickson,  D.  S.,  Los  Angeles. 

J.  M.  ESHLEMAN,  D.  S.,  Lieutenant  Governor,  Oakland, 
m*  J.  S.  Chambers,  D.  S.,  State  Comptroller,  Sacramento, 
m*  J.  S.  Drum,  D.  S.,  San  Francisco. 

m*  D.  Gates,  D.  S.,  Secretary  State  Tax  Association,  San  Francisco, 
m*  J.  Mitchell,  D.S.,  Chairman  State  Board  of  Equalization,  Oakland. 
m*  PnoF.  C.  C.  Plehn,  D.  C,  Berkeley. 

Prop.  D.  P.  Barrows,  D.  C,  Berkeley. 

Prof.  T.  H.  Reed,  D.  C,  Berkeley. 

N.  McLaren,  D.  A.,  San  Francisco. 

Prof.  A.  C.  Whitaker,  D.  C,  Stanford  University. 

Prof.  V.  J.  West,  D.  C,  Stanford  University. 
*  F.  A.  Waters,  S.  P.,  L.  A.  &  S.  L.  R.  R.  Co.,  Los  Angeles. 
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*  C.  E.  Jarvis,  County  Assessor,  Sutter  Creek. 

m*  B.  C,  Carroll,  Pacific  Tel.  &  Tel.  Co.,  San  Francisco, 
m*  G.  B.  OcHELTREE,  Home  Tel.  &  Tel.  Co.,  Los  Angeles, 
m*  Prof.  G.  S.  Sumner,  Claremont. 

*  A.  O.  Adams,  Los  Angeles. 

*  E.  E.  Collins,  Member  State  Board  of  Equalization,  Redding, 
m*  E.  A.  DeCamp,  Los  Angeles. 

*  T.  M.  Eby,  Secretary  State  Board  of  Equalization,  Sacramento, 
m*  J.  L.  Smith,  Western  Pacific  Railway  Co.,  San  Francisco. 

Colorado: 

m*  J.  B.  Phillips,  D.  S.,  Member  State  Tax  Commission,  Denver. 
m*  C.  P.  Link,  D.  S.,  Member  State  Tax  Commission,  Denver, 
m*  E.  B.  Morgan,  D.  S.,  Member  State  Tax  Commission,  Denver, 
m*  N.  S.  Walpole,  D.  S.,  Pueblo. 

W.  V.  Hodges,  D.  S.,  Denver. 

W.  D.  Todd,  D.  S.,  Denver. 

Prof.  H.  P.  Patton,  D.  S.,  Golden. 

W.  G.  Haldane,  D.  C,  Golden, 
m*  N.  Wagner,  Denver. 

Pres.  L,  Farrand,  D.  C,  Boulder. 

Connecticut: 

m*  W.  H.  CORBIN,  D.  S.,  State  Tax  Commissioner,  Hartford. 

Florida: 

m  J,  Neel,  D.  S.,  Chairman  State  Tax  Commission,  Tallahassee, 
m*  J.  S.  Edwards,  D.  S.,  Member  State  Tax  Commission,  Tallahassee, 
m  C.  C.  Buchanan,  D.  S.,  Bartow. 
Prof.  O.  C.  Ault,  D.  C,  Gainesville. 

Georgia: 

ui*  O.  B.  Mitchell,  D.  S.,  Southern  Bell  Tel.  &  Tel.  Co.,  Atlanta. 

Idaho: 

m  A.  P.  Ramstedt,  D.  S.,  Boise. 
J.  Hood,  D.  S.,  Pocatello. 
C.  E.  Wayles,  D.  S.,  Sandpoint. 
Pres.  M.  A.  Brannon,  D.  C,  Moscow. 

Illinois: 

m*  F.  P.  Crandon,  D.  S.,  D.  C,  C.  N.  W.  R.  R.  Co.,  Chicago. 

m*  D.  Sutherland,  D.  S.,  Sec  'y  Civic  Federation  of  Chicago,  Chicago. 

C.  Jones,  D.  S.,  Peoria. 

G.  J.  Fruen,  D.  S.,  Dixon. 

F.  H.  Steele,  D.  S.,  Peoria. 

G.  H.  Hooker,  D.  S.,  Chicago, 

m*  M.  F.  Looby,  Chicago  Telephone  Co.,  Chicago. 
32 
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m*  T.  J.  Keogh,  Chicago. 

*  J.  K.  Segrave,  Deputy  Auditor  of  Public  Accounts,  Springfield, 
m*  G.  G.  TuNELL,  A.  T.  &  S.  Fe  Ey  Co.,  Chicago. 

Pres.  E.  J.  James,  D.  C,  Urbana. 

Indiana: 

m*  J.  A.  HouCK,  D.  S.,  Member  State  Tax  Commission,  Indianapolis, 
m*  T.  D.  Scales,  D.  S.,  Member  State  Tax  Commission,  Indianapolis, 
m*  E.  H.  WOLCOTT,  D.  S.,  Member  State  Tax  Commission,  Indianapolis. 

Iowa: 

*  F.  S.  Shaw,  Auditor  of  State,  Des  Moines. 

m*  A.  H.  Davison,  D.  S.,  Sec  'y  State  Executive  Council,  Des  Moines, 
m*  Prof.  J.  E.  Brixdley,  D.  S.,  D.  C,  Ames. 
J.  M.  Berry,  D.  S.,  Pocahontas. 

Kansas: 

m*  S.  T.  Howe,  D.  S.,  Member  State  Tax  Commission,  Topeka. 

m*  J.  H.  Hostetler,  D.  S.,  Member  State  Tax  Commission,  Topeka. 

m*  Prof.  H.  A.  Millis,  D.  C,  Lawrence. 

*  H.  B.  White,  D.  S.,  Member  State  Tax  Commission,  Mankato. 

Kentucky : 

m  W.  A.  EoBiNSON,  D.  S.,  Louisville. 
J.  Goebel,  D.  S.,  Covington. 
J.  L.  EiCH,  D.  S.,  Covington. 
J.  N.  Kehoe,  D.  S.,  Maysville. 
C.  U.  McElroy,  D.  S.,  Bowling  Green. 
C.  C.  Carroll,  D.  S.,  Louisville. 

Louisiana: 

*  W.  Allen,  Ass  'n  of  Commerce,  New  Orleans. 

*  Judge  J.  N.  Sandlin,  Minden. 
m  W.  O.  Hart,  D.  S.,  New  Orleans. 

Judge  E.  Egberts,  D.  S.,  Minden. 
W.  Beer,  D.  S.,  New  Orleans. 

Maine: 

Pres.  E.  J.  Aley,  D.  C,  Orono. 

Maryland: 

m*  Oscar  Leser,  D.  S.,  Member  State  Tax  Commission,  Baltimore, 
m*  A.  C.  GiRDWOOD,  D.  S.,  Sec'y  State  Tax  Commission,  Baltimore. 

*  F.  A.  Leser,  Baltimore. 

A.  E.  GrORMAN,  D.  S.,  Annapolis. 
L.  W.  WiCKES,  D.  S.,  Annapolis. 
Prof.  J.  H.  Hollander,  D.  S.,  D.  C,  Baltimore, 
m*  F.  J.  Griffith,  Baltimore  &  Ohio  Ey.  Co.,  Baltimore. 
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Massachusetts: 

m*  C.  A.  Andrews,  D.  S.,  Boston. 

*  J.  A.  Austin,  Massachusetts  Tax  Association,  Boston. 
m  Prof.  C.  J.  Bullock,  D.  C,  Cambridge. 

C.  E.  Blyth,  D.  C,  Amherst. 

Michigan: 

T.  D.  Kearney,  D.  S.,  Member  State  Tax  Commission,  Ann  Arbor, 
m  Prof.  David  Friday,  D.  S.,  Ann  Arbor, 
m*  G.  Lord,  D.  S.,  Detroit. 

Minnesota: 

m*  Samxtel  Lord,  D.  S.,  Chairman  State  Tax  Commission,  St.  Paul. 

*  "W.  J.  Stevenson,  D.  S.,  Assistant  Attorney  General,  St.  Paul. 
Odin  Halden,  D.  S.,  County  Auditor,  Duluth. 

*  E.  D.  Durand,  D.  C,  Minneapolis. 

*  A.  P.  Erickson,  D.  S.,  County  Auditor,  Minneapolis. 
C.  J.  Buell,  D.  S.,  St.  Paul. 

W.  L.  Harris,  D.  S.,  Minneapolis. 

Missouri:  f 

m*  W.  A.  CONAWAY,  St.  L.,  S.  W.  Ey.  Co.,  St.  Louis. 

F.  W.  Lehman,  D.  S.,  St.  Louis. 

Cornelius  Eoach,  D.  S.,  Secretary  of  State,  Jefferson  City, 
m  J.  P.  Gordon,  D.  S.,  State  Auditor,  Jefferson  City. 

Montana: 

*  Prof.  J.  H.  Underwood,  D.  C,  Missoula. 

*  T.  J.  Lefling,  D.  S.,  Deputy  State  Treasurer,  Helena. 

Nebraska: 

W.  J.  BoBBiTT,  D.  S.,  Hastings. 

T.  F.  Costello,  D.  S.,  Grand  Island. 

T.  C.  Beck,  D.  S.,  Seward. 

G.  Smith,  D.  S.,  Falls  City. 

F.    Hellier,  D.  S.,  Nebraska  City. 
H.  G.  CouNSMAN,  D.  S.,  Omaha. 

Nevada: 

*  Hon.  E.  D.  Boyle,  Governor  of  Nevada,  Carson  City. 

m*  J.  F.  Shaughnessy,  D.  S.,  State  Tax  Commission,  Carson  City. 

m  H.  F.  Bartine,  Member  State  Tax  Commission,  Carson  City. 

m  W.  H.  Simmons,  Member  State  Tax  Commission,  Carson  City. 

m  F.  H.  Adamson,  D.  S.,  Member  State  Tax  Commission,  Carson  City. 
m*  Prof.  E.  Adams,  D.  C,  Eeno. 

*  F.  N.  Fletcher,  D.  S.,  Eeno. 
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New  Hampshire: 

m*  W.  B.  Fellows,  D.  S.,  Member  State  Tax  Commission,  Tilton. 

New  Jersey: 

G.  T.  BouTON,  D.  S.,  Jersey  City, 
m*  J.  L.  Carroll,  D.  S.,  Ne\Yark. 

W.  A.  CODDiNGTON,  D.  S.,  Plainfielcl. 

R.  E.  Herbert,  D.  S.,  Wickatiink. 

W.  C.  Bateman,  D.  S.,  Passaic. 

A.  E.  I^NNY,  North  Plainfielcl. 
m*  W.  P.  Macksey,  D.  S.,  County  Tax  Commissioner,  Newark. 
m*  A.  W.  Swain,  City  Tax  Board,  Newark, 
ni*  J.  Howe,  Member  City  Tax  Board,  Newark, 
m*  F.  L.  Hoffman,  Newark. 

New  Mexico: 

m*  W.  C.  Reid,  D.  S.,  a.  T.  &  S.  Fe  Ey.  Co.,  Roswell. 

J.  W.  POE,  D.  S.,  Roswell. 
m*  H.  Earnest,  D.  S.,  Sec'y  State  Tax  Commission,  Santa  Fe. 

*  J.  L.  Perea,  D.  S.,  Deputy  County  Treasurer,  Socarro. 
R.  C.  Ely,  D.  S.,  Santa  Fe. 

New  York: 

*  J.  C.  Merrill,  D.  S.,  Deputy  State  Tax  Commissioner,  Albany, 
m*  Prof.  A.  A.  Young,  D.  S.,  D.  C,  Ithaca. 

m*  J.  F.  Zoller,  D.  S.,  General  Electric  Company,  Schenectady, 
m*  H.  J.  CooKiNHAM,  Jr.,  D.  S.,  Utica. 

*  Prof.  J.  H.  Moore,  D.  C,  New  York, 
m  Prof.  W.  F.  Willcox,  D.  C,  Ithaca. 

m*  E.  W.  Beattie,  New  York  Telephone  Company,  New  York. 

m*  F.  N.  AVhitney,  Western  Union  Telegraph  Company,  New  York. 

*  Prof.  L.  Delamorre,  D.  C,  Mt.  Vernon. 

*  A.  M.  Sakolski,  Delaware  &  Hudson  R.  E.  Co.,  Albany. 

North  Carolina: 

m  E.  L.  Travis,  D.  S.,  Chair.  State  Corporation  Commission,  Raleigh, 
m  Prof.  C.  L.  Raper,  D.  S.,  D.  C,  Chapel  Hill, 
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